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CODE YELLOW: IS THE DHS ACQUISITION 
BUREAUCRACY A FORMULA FOR DISASTER? 


THURSDAY, JULY 27, 2006 

House of Representatives, 
Committee on Government Reform, 

Washington, DC. 

The committee met, pursuant to notice, at 10 a.m., in room 2154, 
Rayburn House Office Building, Hon. Tom Davis (chairman of the 
committee) presiding. 

Present: Representatives Tom Davis, Waxman, Duncan, Gut- 
knecht, Higgins, Ruppersberger, Porter, Kucinich, Platts, Watson, 
Norton, Van Hollen, and Cummings. 

Staff present: Keith Ausbrook, chief counsel; Jennifer Safavian, 
chief counsel for oversight and investigations; Steve Castor, coun- 
sel, Rob White, communications director; Andrea LeBlanc, deputy 
director of communications; Edward Kidd, professional staff mem- 
ber; John Brosnan, procurement counsel; Teresa Austin, chief 
clerk; Michael Galindo, deputy clerk; Phil Barnett, minority staff 
director/chief counsel; Karen Lightfoot, minority communications 
director/senior policy advisor; Jeff Baran and Margaret Daum, mi- 
nority counsel; Earley Green, minority chief clerk; and Jean Gosa, 
minority assistant clerk. 

Chairman Tom Davis. Good morning. The committee will come 
to order. 

No one thought that merging 22 disparate functions, personnel 
systems and cultures into the new Department of Homeland Secu- 
rity would be quick or easy. But we did expect that by now critical 
acquisition functions would be well integrated and well managed — 
an efficient engine driving the Department’s evolving mission. In- 
stead, through aggressive oversight, we have uncovered clear evi- 
dence of huge cost overruns, chronically lax contract management 
and preventable vulnerability to waste, abuse and mismanagement. 

In a very bipartisan effort here, the staff report provided to our 
committee today documented large-scale systematic flaws in the 
Department of Homeland Security’s acquisition management. A 
fractured purchasing system is hobbling the Department’s ability to 
meet core missions in border security, emergency management, in- 
formation sharing and other key issues. 

Now, in reaching these conclusions, we reviewed over 6,000 
pages of documentation. Through a formal document request, the 
committee obtained copies of audits, reports and other assessments 
that cast doubts on contractor cost estimates, billings, accounting 
and estimating systems in contract performance. In five separate 
productions, DHS provided 196 unique oversight documents, 149 of 

( 1 ) 
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which were prepared by DCAA, the Defense Contract Audit Agen- 
cy. 

Throughout this effort, we worked with the ranking member and 
his staff, and I want to commend my good friend and colleague, 
Henry Waxman, for his persistence and constructive approach. 
This is a textbook example of bipartisan oversight that gets results. 

This committee has been concerned about DHS acquisition chal- 
lenges for quite some time, initiating a GAO study as early as De- 
cember 2003. The subsequent report, released in April 2005, con- 
firmed many of our initial fears about acquisition dysfunction at 
DHS. GAO found procurement responsibilities scattered through- 
out the Department, with no clear lines of authority, decision- 
making or accountability. The lack of trained and skilled acquisi- 
tion professionals compounded DHS acquisition ills. 

An alphabet soup of DHS elements: TSA, the Transportation Se- 
curity Administration; CBP, the Customs and Border Protection 
Bureau; ICE, the Immigration and Customs Enforcement Bureau; 
EPS, the Federal Protective Service; FEMA, the Federal Emer- 
gency Management Association; and NDPO, the National Domestic 
Preparedness Office, and others, must be supported by an enor- 
mous array of goods and services provided under contracts valued 
at almost $10 billion a year. DHS buys everything from major in- 
formation systems, cutting edge technologies and sophisticated 
technical support services to mundane commodities like bottled 
water and blue roof tarps. 

These diverse and complex procurements are supported by a dis- 
jointed management structure that does not integrate the acquisi- 
tion function across the Department under a single official with re- 
sponsibility to manage and oversee the multi-million dollar enter- 
prise. 

That lack of overall accountability and control has spawned a sad 
succession of disastrous acquisitions. A $104 million TSA contract 
for training airport screeners tumbled out of control, eventually 
costing over $700 million. Poorly defined requirements resulted in 
airport bomb detection machines that continually produce false 
alarms. Billion dollar technology contracts have yet to deliver basic 
telecommunications infrastructure to many of our Nation’s airports. 
And as the Katrina Select Committee found, FEMA lacked the scal- 
able contracting and logistics capacity needed in the wake of cata- 
strophic loss. 

Just last week, GAO concluded a weak control environment ex- 
posed the Department to rampant abuse in the use of purchase 
cards. For want of final purchase card, up to 45 percent of pur- 
chase cards transactions during last year’s hurricane relief efforts 
lacked proper authorization. 

This morning, we are going to focus on several troubled DHS ac- 
quisitions as cautionary tales and guideposts for reforms. What les- 
sons should be gleaned from troubled TSA contracts to assess and 
hire airport passengers screeners, screen luggage at commercial 
terminals and upgrade airport computer networks? What would 
have improved Customs and Border contracts for radiation detec- 
tion equipment, for the Integrated Surveillance Intelligence Sys- 
tems or the America’s Shield Initiative? We will ask what needs to 
be done to create a coherent organization within DHS that will fa- 
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cilitate successful management of the successful acquisition func- 
tion. 

DHS has been tasked with critical missions subject to hard dead- 
lines. Addressing our myriad vulnerabilities requires the Depart- 
ment to acquire complex, high-risk state-of-the-art solutions likely 
to have problems even under an ideal management structure. But 
with so much at stake, and so little room for error, the size or the 
difficulty of the challenge can be no excuse for a failure to put an 
effective management structure in place. 

[The prepared statement of Chairman Tom Davis follows:] 
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Opening Statement of Chairman Tom Davis 
Government Reform Committee Hearing 
“Code Yellow: Is the DHS Acquisition Bureaucracy a Formula for Disaster?” 

July 27, 2006, 10 a.m. 

No one thought merging twenty-two disparate functions, personnel systems and 
cultures into the new Department of Homeland Security (DHS) would be quick or easy. 
But we did expect that by now critical acquisition functions would be well-integrated and 
well-managed - an efficient engine driving the Department’s evolving mission. Instead, 
through aggressive oversight, we have uncovered clear evidence of huge cost overruns, 
chronically lax contract management and preventable vulnerability to waste, abuse and 
mismanagement. 

In a bipartisan staff report provided to Committee Members today, we document 
large-scale systemic flaws in DHS acquisition management. A fractured purchasing 
system is hobbling the Department’s ability to meet core missions in border security, 
emergency management, information sharing and other key areas. In reaching these 
conclusions, we reviewed over six thousand pages of documentation. Through a formal 
document request, the Committee obtained copies of audits, reports, and other 
assessments that cast doubts on contractor cost estimates, billings, accounting and 
estimating systems, and contract performance. In five separate productions, DHS 
provided 196 unique oversight documents - 149 of which were prepared by the Defense 
Contract Audit Agency (DCAA). 

Throughout this effort, we worked with the Ranking Member and his staff, and I 
want to commend my good friend and colleague Mr. Waxman for his persistence and 
constructive approach. This is a textbook example of bipartisan oversight that gets 
results. 


This Committee has been concerned about DHS acquisition challenges for quite 
some time, initiating a GAO study as early as December 2003. The subsequent report, 
released in April 2005, confirmed many of our initial fears about acquisition dysfiinction 
at DHS. GAO found procurement responsibilities scattered throughout the Department, 
with no clear lines of authority, decision-making or accountability. The lack of trained 
and skilled acquisition professionals compounded DHS acquisition ills. 

An alphabet soup of DHS elements ; 

• TSA (the Transportation Security Administration), 

• CBP (the Customs and Border Protection Bureau), 

• ICE (the Immigration and Customs Enforcement Bureau), 

• EPS (the Federal Protective Service), 

• FEMA (the Federal Emergency Management Agency), 

• NDPO (the National Domestic Preparedness Office), 
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and others - must be supported by an enormous array of goods and services provided 
under contracts valued at almost $10 billion per year. DHS buys everything from major 
information systems, cutting edge technologies, and sophisticated technical support 
services, to mundane commodities like bottled water and blue roof tarps. 

These diverse and complex procurements are supported by a disjointed 
management structure that does not integrate the acquisition function across the 
Department under a single official with the responsibility to manage and oversee that 
multi-billion dollar enterprise. 

That lack of overall accountability and control has spawned a sad succession of 
disastrous acquisitions. A $104 million TSA contract for training airport screeners 
tumbled out of control, eventually costing more than $700 million. Poorly defined 
requirements resulted in airport bomb-detection machines that continually produce false 
alarms. Billion dollar technology contracts have yet to deliver basic telecommunications 
infrastructure to many of our nation’s airports. And, as the Katrina Select Committee 
found, FEMA lacked the scalable contracting and logistics capacity needed in the wake 
of catastrophic loss. Just last week, GAO concluded a weak control environment 
exposed the Department to rampant abuse in the use of purchase cards. For want of a 
final purchase card manual, up to forty-five percent of purchase card transactions during 
last year’s hurricane relief efforts lacked proper authorization. 

This morning we will focus on several troubled DHS acquisitions as cautionary 
tales and guideposts for reforms. What lessons should be gleaned from troubled TSA 
contracts to assess and hire airport passenger screeners, screen luggage at commercial 
terminals, and upgrade airport computer networks? What would have improved 
Customs & Border Patrol contracts for radiation detection equipment, for the Integrated 
Surveillance Intelligence System (ISIS), or the America’s Shield Initiative? We will ask 
what needs to be done to create a coherent organization within DHS that will facilitate 
successful management of the essential acquisition function. 

DHS has been tasked with critical missions subject to hard deadlines. Addressing 
our myriad vulnerabilities requires the Department to acquire complex, high-risk, state- 
of-the-art solutions likely to have problems even under an ideal management structure. 
With so much at stake, and so little room for error, the size or difficulty of the challenge 
can be no excuse for a failure to put an effective management structure in place. 
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Chairman Tom Davis. At this time, I would ask unanimous con- 
sent to submit into the record a bipartisan staff report entitled 
Waste, Abuse and Mismanagement in Department of Homeland Se- 
curity Contracts, and a summary of the DCAA audits prepared by 
staff. 

Without objection, so ordered. 

[The information referred follows:] 
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EXECUTIVE SUMMARY 

At the request of Reps. Tom Davis and 
Henry A. Waxman, this report examines 
procurement spending at the Department of 
Homeland Security. The report identifies 32 
DHS contracts, collectively worth $34.3 
billion, that have experienced significant 
overcharges, wasteful spending, or 
mismanagement. 

Key findings in the report include the 
following: 

• Contract Spending is Growing 
Rapidly. Procurement spending at DHS 
has surged 189% since the creation of 
the new Department, rising from $3.5 
billion in 2003 to $10 billion in 2005. 
During this period, procurement 
spending at DHS has grown 1 1 times 
faster than the remainder of the 
discretionary federal budget. 

• Noncompetitive Contracts Have 
Soared. Sole-source and limited- 
competition contracts have grown even 
faster than overall DHS procurement 
spending. In 2003, DHS awarded $655 
million in contracts without full and 
open competition. By 2005, this figure 
had ballooned to S5.5 billion, an increase 
of 739%. In 2005, over 50% of the 
dollar value of DHS contracts was 


awarded without full and open 
competition. 

• Contract Mismanagement is 
Widespread. The growth in DHS 
contracts has been accompanied by 
pervasive mismanagement. DHS has 
repeatedly failed to engage in 
responsible contract planning, including 
the determination of government needs 
and program requirements. 
Compounding this problem, the 
Department lacks both adequate trained 
contract officials to oversee its 
burgeoning spending on contracts and a 
coherent organization for acquisition 
management across the Department. 

• The Costs to the Taxpayer Are 
Enormous. This report identifies 32 
DHS contracts collectively worth $34.3 
billion that have been plagued by waste, 
abuse, or mismanagement. In the case 
of each of these 32 contracts, reports 
from GAO, Pentagon auditors, agency 
inspectors general, or other government 
investigators have linked the contracts to 
major problems in administration or 
performance. 


I I WASTE. ABUSE, AND MISMANAGEMENT IN DHS CONTRACTS 
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!. PURPOSE AND METHODOLOGY 

At the request of Reps. Tom Davis and Henry A, Waxman, the Chairman and Ranking Member 
of the Government Reform Committee, this report examines contracting at the Department of 
Homeland Security. The report is based in large part on a review of over 350 reports from 
government auditors and investigators, many of which have not been publicly released. The 
audit reports reviewed by Committee staff include: 

• 149 reports prepared by the Defense Contract Audit Agency, the agency responsible 
for performing contract audits for the Department of Defense and other government 
agencies; 

• 112 reports prepared by the Government Accountability Office, the independent, 
nonpartisan auditors and investigators working for Congress; and 

• 71 reports prepared by several agency inspectors general, who are charged by law 
with oversight of agency management and administration. 

This report also reflects interviews with outside experts, as well as investigations into contract 
abuses conducted by Committee staff and investigative reporters. 

The report relies on the Eagle Eye Federal Prime Contracts (FPC) Database, a federal 
procurement database application published by Eagle Eye, Inc., for data on trends in DHS 
contract spending. The FPC database contains data from 1 999 to 2005 that is compiled from the 
Federal Procurement Data System (FPDS), the federal contract tracking system established by 
the General Services Administration.' GAO has identified problems with the completeness and 
accuracy of the FPDS, but according to GAO, the FPDS is “currently the only system providing 
information on over $300 billion in annual government spending’’^ and is the best available data 
set for assessing “the impact that govemmentwide acquisition policies and processes are having 
with respect to specific geographic areas, markets, and socio-economic goals.”^ 


’ Unless noted otherwise, data is given for the fiscal year, not the calendar year. 

2 Letter from Katherine Schinasi, Managing Director, Acquisition and Sourcing Management. U.S. 
Government Accountability Office, to Office of Management and Budget Director Joshua B. Boiten (Sept. 
27, 2005) (online at www.gao.gov/new.items/d05960r.pdf). 

3 Letter from William T. Woods, Director, Acquisition and Soi.rcing Management. U.S. General Accounting 
Office, to Office of Management and Budget Director Joshua B. Boiten (Dec. X, 2003) (online at 
www.gao.gov/new.items/d0429^.pdf). 
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II. DHS CONTRACTING TRENDS 


A. Growth in Contract Spending 

The Department of Homeland Security was established in 2003 by combining 22 different 
federal agencies and agency components into one new Department.* In the three years since the 
Department’s creation, procurement spending has surged. Spending on federal contracts at DHS 
increased from $3.5 billion in 2003 to $10 billion in 2005, an increase of $6.5 billion.^ The total 
number of contracts entered into by DHS during this period grew from 14,000 in 2003 to 63,000 
in 2005. 

In percentage terms, DHS procurement spending increased by 189% between 2003 and 2005. In 
comparison, inflation increased by just 6% during this period.* The increase in DHS 
procurement spending also grew 1 1 times faster than the growth of the rest of the government. 
Between 2003 and 2005, other federal discretionary spending rose by 17%.^ 


B. Growth in Noncompetitive Contracts 

Competition in federal contracting protects the interests of taxpayers by ensuring that the 
government gets the best value for the goods and services it buys. Competition also discourages 
favoritism by leveling the playing field for competitors while curtailing opportunities for fraud 
and abuse. 

Federal law recogniKs that there are occasions when full and open competition is not feasible. 
Under the Competition in Contracting Act, agencies can award sole-source contracts in cases in 
which only one source can provide the needed goods or services. Agencies can also limit 
competition when emergency circumstances require immediate contract awards.^ But these and 
the other permissible exceptions are intended to be limited. The Federal Acquisition Regulation 
provides that “contracting officers shall promote and provide for full and open competition in 


* Department of Homeland Secuify, DHS Organizalion History (online at 
http://www.dhs.gov/dhspublic/interopp/editOTai/editoriai_0133.wTnl) (accessed July 24, 2006). 

5 Unless othefwse noted, data in this report comes from the Eagle Eye Federal Prime Contracts (FPC) 
Databose, a federal procurement database opplicotion published by Eagle Eye, Inc, 

* U,S. Department of Labor, Bureau of Labor Statistics, /nflotion Ca/cutotor (online ot http://dafa bis gov/cgi- 
bin/cpicdlc.pi) (accessed July 25, 2006). 

^ Office of Manogement and Budget, Budget of the United States Government Fiscal Year 2007, Historical 
Tables (Feb. 2006) (online at www.whifehouse.gov/omb/budget/fy2007/pdf/hist.pdf). 


« See Congressional Research Services, Iraq Reconstruction: Frequentfy Asked Questions Concerning the 
Application of Federal Procurement Statutes (June 23. 2003): 10 U.S.C. § 2304(c); 40 U.S.C. § 253(c); 48 
C.F.R. § 6.302. 
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soliciting offers and awarding Government contracts.”’ Contracting officers using one of the 
exceptions must submit a written justification and, for procurements over $500,000, gain the 
approval of a more senior official,'® 

Despite the advantages to the taxpayer of full and open competition, contracts awarded without 
full and open competition have grown rapidly at the Department of Homeland Security. In 2003, 
DHS spent $655 million on these contracts.' ' By 2005, spending on contracts awarded without 
full and open competition had grown by $4.8 billion to $5.5 billion, an increase of 739%. By 
comparison, overall federal spending on contracts awarded without full and open competition 
increased 36% during the same time period. 

This growth in sole-source and limited-competition contract spending significantly outstripped 
the growth in overall procurement spending at DHS, causing noncompetitive contract doll^s to 
represent a rising share of contract dollars. In 2003, 19% of DHS contract dollars ($655 million) 
was awarded without full and open competition. In 2005, 55% ($5.5 billion) was awarded 
without full and open competition. See Figure 1 . 



Of the $5.5 billion in contracts awarded by DHS without full and open competition in 2005, $2.1 
billion was awarded as sole-source contracts, without any competition. The remaining $3.4 


M8C.F.R. § 6.101. Unlike fhe rest of DHS, fhe Transportation Security Administration (TSA) is exempt from the 
requirements of the F.A.R. (P.L 101-71 § lOi). 

48 C.F.R. § 6.303-6.304. 

’ ' For the purposes of this report, a "noncompetitive" contract is defiried as a contract av/arded without full 
and open competition. 
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billion was awarded under conditions of liimted competition, under which only a small number 
of contractors were permitted to submit proposals. 


III. CONTRACT MISAAANAGEMENT 

The surge in contract spending at DHS has not been accompanied by responsible, competent 
contract management. To the contrary, government reports and audits have documented failures 
in many aspects of the Department’s contract management 


A. Poor Contract Planning 

Responsible procurement spending should begin with sound planning. But this has rarely 
occurred at DHS. The DHS Inspector General recently reported that DHS procurements have 
suffered because contract technical and performance requirements were not adequately defined. 
The Inspector General warned that “[b]y approving programs without adequately defined 
technical requirements, DHS risks likely adverse cost and schedule consequences.”’^ 

The former Chief Procurement Officer of the Department of Homeland Security made similar 
comments when he met with Committee staff in September 2005. He was asked to explain a 
series of wastefiil homeland security contracts, including the Transportation Security 
Administration contract to hire passenger screeners at airports. He said that in many cases, the 
primary problem lay in poor contract planning. Because Department officials did not properly 
define what they wanted to purchase, enormous sums were misspent on technologies and 
services that never achieved their objectives.’^ 

Rather than learn from these mistakes, DHS officials are poised to repeat them. In March 2006, 
DHS issued a Request for Proposal (RFP) for SBIwe/, a new $2 billion federal contract to design, 
build, test, and operate a massive border security system as part of the Secure Border Initiative. 
According to the RFP, the system's main substantive requirements are to be “highly reliable, 
available, maintainable, and cost effective solution(s) to manage, control, and secure the border 
using the optimal mix of proven current and next generation technology, infrastructure, 
personnel, response capabilities and processes.”’* 

In its RFP for SBIwer, DHS makes exactly the same mistakes that expert auditors have cautioned 
against: the agency is launching a multi-billion dollar procurement program with only a vague 


'2 Department of Homeland Security, Inspector Generol. Department of Homeland Security's Procurerr^ent 
and Program Management Opera^ons {Sept. 2005) (OIG-05-53). 

'3 Briefing by Gregory D. Rothwell, Chief Procurement Officer, Department of Homeland Security, to House 
Government Reform Committee Staff (Sept. 19, 2005). 

SBInef Request for Proposol. 
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idea of its requirements. As DHS Deputy Secretary Michael Jackson told potential competitors 
for SBlnet in January 2006: “We’re asking you to come back and tell us how to do our business. 

. . . [T]his is an invitation to be a little bit, a little bit aggressive and thinking as if you owned and 
you were partners with the CBP.”'® 

The DHS Inspector General recently warned that the SBIwe/ contract is a high-risk acquisition 
strategy. In July 2006, Chief Inspector Carlton Mann identified “loose contract requirements” 
and “unstable operational requirements” as two of the “tremendous challenges and risks” facing 
the implementation of SBlnet. Mr. Mann added that the RFP’s “broadly defined Statement of 
Objectives approach coupled with undefined requirements leaves programs vulnerable to failure 
and cost overruns.”'^ 

In an interview with Committee staff, former DHS Inspector General Clark Kent Ervin was 
astonished by the approach DHS is taking to SBIwe/ and said: 

Einstein said insanity is doing the same thing over and over again and expecting a different 
result. They never learn anything. It’s just crazy. It’s turning logic on its head. No wonder costs 
are out of control.’^ 


B. Inadequate Contract Oversight 

Another persistent problem at DHS is the lack of a sufficient number of contract officials to 
oversee die surging spending on federal contracts, as well as the lack of a coherent organization 
for acquisition management across the Department. While spending on contracts has grown by 
1 89% since 2003, the size of the acquisition workforce at DHS has increased by less than 20%, 
from 91 1 contracting officials at DHS in 2003 to 1,068 in 2005.'® As a result, the average value 
of the contracts overseen by each official more than doubled during this time period. 

In 2004, when the Office of Procurement Operations at the Department of Homeland Security 
handled approximately $2 billion in federal contracts, each procurement officer in the office was 


Deportment of Homeiond Security, U.S. Customs and Border Protection, Statement of DHS Deputy 
Secretary Michael Jackson, SB/net Industry Day (Jon. 26, 2006) . 

House Committee on Homeland Security, Subcomiltee on Economic Security, Infrastructure Protection, 
ond Cyber-Security, and House Committee on Government Reform, Subcommittee on Criminal Justice, 
Drug Policy, and Human Resources, Testimony of DHS Office of inspector Generol Chief Inspector Carlton 
Mann, Joint Hearings on Expanding the Border Fence (July 20. 2006). 

'^Telephone interview between former DHS Inspector General Clark Kent Ervin and House Government 
Reform Committee Minority Staff (May 22, 2006). 

'« Office of Personnel Management, Centra/ Pe/sonnef Data P«e: SfafusFile (Sept. 2000 ). There is no clear 
definition for the acquisition workforce thof is recognized by all agencies. This report defines the acquisition 
workforce as the following occupations: General Business; Contracting Series; Purchasing Officer; 
Procurement Clerical Support: ond industrial Specialist. 
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responsible for overseeing over $100 miliion in fedeml procurement spending.’’ In an interview 
with staff, Clark Kent Ervin, the former Inspector General at DHS, said that taxpayers were 
“taken to the cleaners” because of the lack of sufficient experienced acquisition personnel.^o 
Today, the office still remains understaffed, with only 58% of the contracting officers it is 
authorized to have.’^' 

The lack of sufficient personnel has been aggravated by a lack of adequate training for many of 
the existing contract officials. The DHS Inspector General reported that the Department suffers 
from an acute lack of qualified program managers. The IG found that only half of the 
Department’s program managers are certified as having received the training in contract 
management required for their level of responsibility. In many of the Department’s constituent 
agencies, the lack of training is even more pronounced. The IG reported that only 3 out of 23 
program managers at the Customs and Border Patrol are certified, as are only 6 out of 37 
program managers in the Office of Procurement Operations. According to the Inspector General, 
“the need for effective department-wide standards for program management processes should not 
be underestimated .”22 

The DHS IG also found that DHS contracting officers do not receive sufficient training in ethics. 
The IG raised concerns that the “close relationship” between procurement officials and the 
private sector rendered insufficient even the “minimal” ethical training received by DHS 
employees, and he recommended that program and procurement officials receive “expanded 
training and guidance on their procurement ethics responsibilities.”23 

These deficiencies are magnified by the fact that DHS lacks a unified contract management 
structure. Despite a 2004 management directive delegating the management, administration, and 
oversight of acquisition across the Department to the Chief Procurement Officer, DHS still has 
no single official with responsibility for these functions. Instead, according to GAO, these 
responsibilities are spread throughout the Department’s disparate organizations, without 
centralized oversight or accountability. GAO also found that the various acquisition 
organizations within DHS lack guidance on department-wide policies and procedures.2^ 

The consequences of the lack of trained contract officials and the lack of a coherent management 
structure that integrates the acquisition function across DHS under a single responsible official 


Amid Wider Procurement Woes, Rofhwell Gets High Marks Upon His Departure. CQ Homeiand Security - 
Industry & Contracting (Dec. 1, 2005). 

20 Telephone interview between form«- DHS inspector Generol Clark Kent Ervin and House Government 
Reform Committee Minority Staff (Moy 22, 2006). 

2’ Amid Wider Procurement Woes, Rothwell Gets High Marks Upon His Departure. CQ Homeland Security - 
Industry & Contracting (Dec. ), 2005). 

22 Department of Homeiand Security inspector General, Department of Hometand Security's Procurement 
and Program Management Operations (Sept. 2005) {OIG-05-53). 

23 Id. 

2“ U.S, Government Accountability Office, Homeland Security: Successes and Challenges in DHS's Efforts to 
Create an Effective Acquisition Organization (Morch 2005) (GAO-OS-1 79). 
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became particularly apparent during the response to Hurricane Katrina. At the time the hurricane 
hit, the Federal Emergency Management Agency had only 36 acquisition officials, far short of 
the minimum of 1 72 procurement officials that experts have recommended for the agency. 25 
According to GAO, FEMA lacked sufficient pereonnel to perform adequate oversight on the 
contracts reviewed.^* This lack of oversight put the agencies “at risk of being unable to identify 
and correct poor contractor performance ... [and] paying contractors more than the value of the 
services performed.”27 The DHS Inspector General agreed, saying, “Inadequate contracting staff 
and a shortage of Contracting Officer Technical Representatives (COTRs) hampered FEMA’s 
ability to effectively monitor Katrina response contracts .”28 


C. Credit Card Abuse 

In 1994, Congress passed legislation providing the basic authority for federal employees to use 
credit cards to buy small amounts of goods or services directly from vendors.^’ These charge 
card programs are designed to provide an easy, efficient means for government agencies to make 
small, routine purchases while avoiding the requirements of the contracting regulations.^o 

While the use of purchase cards can increase flexibility and streamline acquisition procedures, 
careful supervision to prevent abuse has been lacking at the Department of Homeland Security. 

A series of audits and investigations has found that the DHS’s failure to properly manage and 
oversee the use of the cards has resulted in the waste of millions of dollars.^’ 

GAO has documented numerous instances of waste, abuse, and mismanagement with purchase 
cards. Examples include the unnecessary purchase of 2,000 sets of canine booties at a cost of 
more than $68,000, the expenditure of $7,000 for Apple iPods, tens of thousands of dollars for 
training at golf and tennis resorts, and the purchase of beer brewing equipment and ingredients 
for Coast Guard Academy parties. According to GAO, “fundamental breakdowns” in controls 
over purchase card transactions left DHS vulnerable to waste, fraud, and abuse. GAO also found 


25 Select Bipartisan Committee to investigote the Preparation for and Response to Hurricane Katrina, A 
Fo//ure of /n/t/at?Ve; The Rnoi Report of the Select Bipartisan Committee to Investigate the Preparation for 
and Response to Hurricane Katrina (Feb. 15, 2006). 

25 U.S. Government Accountability Office, Agency Monogement of Contractors Responding to Hurricanes 
Kofrina and Rita (Mar. 16, 2006) (GAO-06-461R). 

2^/C/. 

28 Senate Committee on Homeland Security and Governmental Affairs, Testimony of Matt Jodocki, Special 
Inspector General Gulf Coast Hurricane Recovery, Heorings on Katrina and Confrocfi'ng (Apr. 10, 2006). 

2* Federal Acquisition Streamlining Act of 1994 (FASA), Pub. L 103-355 § 4301 . 

50 U.S. General Accounting Office, Purchase Cords: Increased Management Oversight and Control Could 
Save Hundreds of Millions of Dollars (Apr. 28, 2004) (GAO-04-71 7T). 

5’ U.S. General Accounting Office, Purchase Cards: Increased Management Oversight and Control Could 
Save Hundreds of Millions of Dollars (Apr. 28, 2004) (GAO-04-717T): U.S. Government Accountability Office, 
Purchase Cards: Control Weaknesses Leave DHS Highly Vulnerable to Fraudulent improper, and Abusive 
Activity (July 19, 2006). 
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that DHS lacks adequate staffing, sufficient training, and effective monitoring of its purchase 
card program.32 


IV. WASTEFUL DHS CONTRACTS 

Contract mismanagement at DHS has a steep cost fiw the taxpayer. Waste, abuse, and 
mismanagement have squandered hundreds of millions, if not billions, of dollars. The discussion 
below provides a summary of 1 1 wasteful contract programs at DHS and its predecessor 
agencies. An appendix to the report identifies 32 contracts that have been examined by 
government auditors and investigators and found to contain significant waste or abuse or to have 
been poorly managed. The total value of the costs incurred or projected to be incurred under the 
32 problem contracts is $34.3 billion. 


A. The Contracts for Private Airport Screeners 

In February 2002, the Transportation Security Administration (TSA) awarded several contracts 
to private security firms for passenger and baggage screening at airports throughout the country. 
These contracts were to remain in place until late 2002, when TSA employees would begin 
conducting the screening themselves. The contracts ultimately were worth over $788 million. 

Federal auditors examining these passenger screening contracts identified substantial questioned 
and unsupported costs. DCAA audited 17 contracts and challenged significant costs under 1 1 of 
those contracts. The total amount of questioned and unsupported costs under the 1 1 contracts 
was $127.4 million, or 21% of the total amount billed to TSA. 

The auditors detected a variety of problems under these contracts, including overstated labor and 
overhead costs. When DCAA reviewed a contract with U.S. Airways, DCAA challenged $5.6 
million out of $7. 1 million in claimed costs, 79% of the total.^ The auditors found that a major 
U.S. Airways subcontractor, Argenbright, “already had contracted with U.S. Airways to perform 
screening services at specified labor rates, [but] charged rates significantly higher on invoices 
submitted” under the TSA contract. When DCAA “requested renegotiated screener contracts 
from U.S. Airways to reflect the higher labor rates, [they] were told that none existed-’’^^ 


32 U.S. Government Accountability Office, Purchase Cards: Control Weotcnesses Leave DHS Highly 
Vulnerable to Fraudulent Improper, and Abusive Activity {July 19. 2006). 

33 Defense Contract Audit Agency, Application of Agreed-Upon Procedures {No. 6331-2003D] 17900002) 
(Apr. n, 2003). 

s-* Id. 

^Id. 
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Similarly, DCAA questioned $331,000 out of$536,0(H) in costs claimed by Sky Aviation 
Services under its contract. In addition to challenging 62% of the Sky Aviation’s costs, DCAA 
found the contractor’s accounting system to be “inadequate.”^* 


B. The Contract to Hire Airport Screeners 

In February 2002, TSA also awarded a $104 million contract to NCS Pearson, Inc., to test and 
hire airport passenger and baggage greeners. In less than one year, the contract ballooned to 
$741 miilion.3^ According to press accounts, despite this expenditure, the rate at which screeners 
fail to detect weapons has remained unchanged for over four years.^s 

Federal auditors examining the Pearson contract have reported multiple problems. According to 
the DHS Inspector General, ISA’s failure to develop a project management plan, an acquisition 
plan, or an acquisition baseline meant that the agency began the contract without having 
finalized the number of screeners, the schedule, or the budget.^’ 

An audit by the Defense Contract Audit Agency questioned at least $297 million of the $884 
million in costs identified by Pearson under the contract.^® The DCAA audit called into question 
spending by Pearson on luxury hotels, long distance phone calls, and noncompetitive 
subcontracts. Among the disputed charges were $526.95 for one phone call from the Hyatt 
Regency O’Hare in Chicago to Iowa City and $8,100 for elevator operators at the Marriott 
Marquis in Manhattan.*' One of the subwntracts challenged by DCAA paid the chief executive 
of an “event logistics” company — newly formed by two former travel agency employees — 
over $5 million for just nine months of work.*^ 


3* Defense Contract Audit Agency, Report on Audit of Time and Materioi Proposai (No. 6701- 
2002E2 1000005) (Oct. 31, 2002). 

3^ Letter from Peter A. iovino. Assistant Administrator for Legislative Affairs, Department of Homeland 
Security, to Rep. Henry A, Waxman (Sept. 2, 2005). 

38 Confroct/ng Rush for Security Led to Waste, Abuse. Washington Post (May 22, 2005). 

3’ Department of Homeland Security inspector General, Review of fhe Transportatfon Security 
Admin/strat/on'sWonogementContro/sOverthe Screener Recruitment Program (Dec. 2005} (013-06-18). 
*3 Letter from Peter A. iovino. Assistant Administrator for Legislotive Affairs, Department of Homeland 
Security, to Rep. Henry A. Waxman (Sept. 2, 2005); Defense Contract Audit Agency, Audit Report on Costs 
Recorded Through November 2. 2002 Contract No. DT5A20-02-C-00400 (May 3, 2004) (Audit Report No 
3541-2002AIOi00001). 

Defense Controct Audit Agency, Audit Report on Costs Recorded Through November 2. 2002 Contract 
No. DTSA20-02-C-00400 (May 3, 2004) (Audit Repc»1 No. 3541-2002A101(XX)01 j. 

Defense Contract Audit Agency, Audit Report on Costs Recorded Through November 2, 2002 Contract 
No. DTSA20-02-C-00400 (May 3. 2004) (Audit Report No. 3541-^2A1010000i}. 
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A Pearson employee who supervised Peareon’s hiring efforts at 43 sites in the United States 
admitted in a media interview: “There was abuse of the taxpayers’ trust. We didn’t get the bang 
for our buck.”'*^ 

In December 2004, TSA agreed to pay Pearson $741 million, withholding only $143 of the $297 
million in costs challenged by DCAA.<< 


C. The Contract to Screen Airport luggage 

In June 2002, TSA awarded a large cost-plus contract to Boeing for the installation and 
maintenance of luggage screening equipment at commercial airports. The contract was 
structured to allow Boeing to function as project manager while subcontracting over 90% of the 
work, mostly to two companies that made the baggage screening machines. TSA estimated the 
contract value to be $508 million for an initial period of seven months. But the costs ballooned 
to at least $1.2 billion and the performance period was extended by an additional 18 months.*^ 

According to press accounts, the baggage screening equipment installed under the contract has 
suffered from high false alarm rates. After passengers and airline managers complained of 
delays due to the false alarms, the machines were calibrated to be less sensitive. Although this 
has lowered the rate of false alarms, the decreased sensitivity has also made the machines far less 
effective at detecting bombs.^* 

GAO testified that the screening machines also suffer from a variety of other operational 
“inefficiencies,” including the fact that baggage must be moved manually from the conveyor belt 
to the machine and back again.*^ According to GAO, TSA will have to spend an additional $3 
billion to $5 billion to upgrade to more efficient in-line machines that rely on the latest 
technology.'^ 

Boeing’s award fee evaluations also identified significant performance problems. In a January 
2004, award fee memorandum, TSA discussed several Boeing “weaknesses.”^’ TSA stated that 
“some costs were higher than initially estimated” and noted “a slower than expected start by 


^ TTie High Cost of a Rush to Security, Washington Post (June 30, 2005). 

** Letter from Peter A. lovino. Assistant Administrator for Legislotive Affoirs, Department of Homeland 
Security, to Rep. Henry A. Waxmon (Sept. 2, 2005). 

'*5 Department of Homeland Security Inspector General, fvaluafion of ISA's Contract for the Installation and 
Maintenance of Explosive Detection Equipment at United States Airports (Sept. 2004} {O!G-04-44): 
Contracting Rush for Security Led to Waste, Abuse, Washington Post (May 22, 2005). 

Contracting Rush for Security Led to Waste, Abuse, Washington Post (May 22, 2005) . 

U.S. Genera! Accounting Office, Aviation Secuiiiy: Challenges Exist in Stabilizing and Enhancing 
Passengerand Baggage Screening Operofions (Feb. 12. 2004) (GAO-04-440T). 

U.S. General Accounting Office. Aviation Security: Better Planning Needed to Optimize Deployment of 
Checked Baggage Screening Systems (July 13, 2005) {GAO-05-896T). 

“nransportation Security Administration, Memorondum; Period I Aword Fee Determination (Jan. 13, 2004). 
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Boeing and some significant last-minute inefficienci^ due to subcontractor work.” TSA also 
stated that “Boeing’s schedule reporting was often late, inaccurate, and subject to frequent 
change” and criticized Boeing for “late and inconsistent reporting of program status and progress 
information.” Despite these problems, Boeing received a rating of “good” for its first two award 
fee periods and award fees totaling $54.6 million.^o 

The DHS Inspector General has been critical of the contract too. The IG found that TSA did not 
follow sound contracting practices in the award and m^iagement of the contract with Boeing. 
Until December 2003, according to the IG, TSA paid all of Boeing’s coste and based Boeing’s 
profit on a percentage of total costs, creating a prohibited “cost-plus-a-percentage-of-cost” 
contract.^' 

In addition, the IG found that TSA paid Boeing $44 million in award fees without evaluating 
Boeing’s performance, removing any incentive to improve performance that the award fee might 
have provided. The IG also reported that TSA paid Boeing a disproportionate amount of profit 
compared to Boeing’s costs and risks. Under the contract, Boeing subcontracted 92% of the 
work but earned profits on all contract-related costs, including the subcontractors’ costs. In 
2003, for example, Boeing itself incurred only $39 million in direct costs, but the company 
received $82 million in profit based on costs incurred by the subcontractors. The IG found at 
least $49 million of Boeing’s profit to be “excessive.”^ 


D. The Contract to Upgrade Airport Computer Networks 

In August 2002, TSA entered into a $1 billion contract with Unisys Corp. to upgrade airport 
computer networks. This contract, however, has been marred by significant cost problems.sa 

According to published accounts, the Defense Contract Audit Agency found that Unisys 
“overbilled taxpayers for as much as 171,000 hours worth of labor ... by charging up to $131 an 
hour for employees who were paid less than half that amount.” DCAA also found that Unisys 
had billed for 24,982 hours of overtime that may not have been appropriate imder the contract. 


^ Id.: Transportation Security Adminisfration, Memorondum: Period 2 Award Fee Determination (July 20, 
2004). 

5' In a "cost-plus-a-percentage-of cost” contract, the contractor receives its profit as a percentage of the 
contractor's actual costs. This type of contract is prohibited under federal lav/. See iOU.S.C. §1306: 41 
U.S.C. §254(b). This differs from a cost-plus-award-fee contract, in which the controctor's fee may include 
both Q base fee, fixed at the inception of the contract (often as a percentage of the estimated costs), plus 
an additional fee based on the contractor's compliance with criteria set forth in the contract See FAR 5 
16.3-16.4. ^ 

52 Department of Homeland Security Inspector General, Evaluation of TSA '$ Contract for the Installation and 
Maintenance of Explosive Detection Equipment at United States Airports (Sept. 2004) (OlG-04-44) . 

53 Department of Homeland Security Inspector General, Transportation Security Administration 's Information 
Technology Managed Services Contract (Feb. 2006) (OIG-06-23). 

5^ Department of Homeland Security Inspector Genial, Transportation Security Administration 's /nformation 
Technology Managed Sen/ices Contract (Feb. aX)6} (OIG-06-23). 
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In a report released in February 2006, the DHS Inspector General reported that by September 
2005, less than halfway through the contract period, TSA had already spent $834 million on the 
Unisys contract, over 80% of the contract ceiling. An additional $106 million had been spent by 
other DHS agencies on the project.^ 

An additional problem involving the Unisys contract is that it appears that DHS officials misled 
Congress about the true costs of the contract. According to the IG, contract officials at TSA 
estimated that the contract costs would reach $3 billion to $5 billion, but decided to set an 
artificial ceiling of $1 billion.^^ According to j»ess accounts, the former chief information 
officer at TSA said that he was instructed by senior administration officials to cite the $1 billion 
cost figure to congressional officials, which was “a number out of the air” that “would be more 

palatable. ”5? 


E. The Contract for Radiation Detectors 

In 2003, the Department of Homeland Security awarded an indefinite-delivery/indefinite- 
quantity contract to Science Applications International Corporation (SAIC) to manufacture 
radiation detection machines for the nation’s borders and ports. As of December 2005, the 
Office of Customs and Border Protection had bought 670 of the machines, called radiation portal 
monitors, at a cost of about $286 million, approximately $427,000 each.^e 

According to press accounts, the radiation portal monitors supplied by SAIC are so highly 
sensitive to radiation that they cannot distinguish between weapons-grade nuclear materii ^d 
items that naturally emit radioactivity, including cat litter, granite, porcelain toilets, and bananas. 
As a result, the machines set off so many false alarms that customs officials were compelled to 
decrease the machines’ sensitivity levels.^’ 

The Department of Homeland Security has conceded that the main problem with the radiation 
portals is their inability to discriminate among nuclear materials. According to Vayl Oxford, the 
acting director of the Domestic Nuclear Detection Office at the Department of Homeland 
Security; “today’s equipment lacks a refined capability to rapidly determine the type of 
radioactive materials it detects.” Moreover, Mr. Oxford testified that increasing the sensitivity 


55 /d 
55 Id. 

57 Contractor Accused of Overbilling U.S., Washington Post (Oct. 23, 2005). 

5s U.S. Government Accountability Office, Combating Nuclear Smuggling: DHS Has Made Progress 
Deploying Radiation Detection Equipment at U.S. Ports-of-Entry. but Concerns Remain (Mar. 2006) {GAO-06- 
389); U.S. Government Accountability Office, Combating Nucleca- Smuggling: Challenges Facing U.S. Efforts 
to Deploy Radiation Detection Equipment in Other Countries and in the United States (Mar. 28. 20061 (GAO- 
06-558T). 

57 U.S. to Spend Billions More to Alter Security Systems. New York Times (May 8, 2005). 
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level would not guarantee that the machines will recognize all potentially harmful materials 
because high-density shields made from lead or steel successfully block the machine’s ability to 
detect uranium.^ 

DHS’s failure to manage the detection system has further limited the machines’ effectiveness. 
According to GAO, DHS allowed trucks to pass through the monitors in 2005 at speeds too high 
for accurate screening.*' Moreover, the majority of cargo entering the United States is not 
screened at all. According to press reports, on an average day at the combined ports of New 
York and Newark, only 6% to 7% of the shipments are run through the radiation portals.*^ 

According to press accounts, DHS recently awarded contract valued at $1.2 billion to Canberra 
Industries, Raytheon, and Thermo Electron to buy and install new radiation screening monitors 
at a cost of approximately $500,000 each.*^ According to GAO, the new machines, called 
Advanced Spectroscopic Portals, have yielded mixed results in early tests. Although the new 
monitor were able to identify and dismiss most naturally occurring radioactive material, they 
were no better than the current monitors at detecting smdler amounts of radiation.*^ 

F. The Contract for Border SurvelHance 

The Office of Border Patrol has deployed thousands of cameras and sensors to monitor activity 
on the Mexican and Canadian borders through a program known as the Integrated Surveillance 
and Intelligence System (ISIS). The ISIS contract was awarded in 1997, but much of the 
spending under the contract has occurred over the last five years, with over $429 million having 
been spent to date.*^ A typical surveillance site under the ISIS contract consists of a 60-foot pole 
mounted with seven to ten cameras and costs over $300,000.** The contract was initially 
awarded to International Microwave Corporation, but is now held by L-3 Communications, 
which acquired IMC in 2003. 


*0 House Homeland Security Committee, Testimony of Vayl Oxford, Acting Director, Domestic Nuclear 
Detection Office, Department of Homeland Security, Heorings on Defecring Nuc/eor Weapons and 
Radiological Materials {June 21, 2005). 

*' U,S. Government Accountability Office, Combating Nuc/eor Smuggling,- Efforts to Deploy Radiation 
Detection Equipment in the United States and in Other Countries (June 21 , 2005) {GAO-05-840T). 

*2 On the Waterfront, CBS News {Feb. 26, 2006). 

*3 U.S. to Spend $1.2 Billion on Detecting Rodiotion, New York Times (July 15, 2006). 

** U.S. Government Accountability Office, Comboting Nucieor Smuggling: DHS Has Made Progress 
^pioying Radiarion Detection Equipment of U.S. Ports-of-Entry, but Concerns Remoin (Mar. 2006) {GAO-06- 

** Department of Homeland Security Inspector General, A Review of Remote Surveillance Technology 
Along U.S. Land Borders (Dec. 2005) {OIG-06-15). 

**House Homeland Security Committee, Testimony of L-3 Communications President Joseph A. Saponaro, 
Hearings on the Mismanagement of the Border Surveillance System and Lessons for the New America 's 
Shield Initiative (June 1 6, 2005). 


13 ! WASTE, ABUSE, AND MISMANAGEMENT IN DHS CONTRACTS 




23 


In December 2003, the GSA Inspector General rqxyrted substantial problems with the ISIS 
contract. The auditors found cameras and other pieces of equipment that did not work and 
surveillance sites where no equipment had be^ delivered and no work performed.*^ According 
to press accounts, the auditors also reported substantial cost overruns, including $13 million in 
potential overcharges by L-3 Communications.'^e According to press accounts, in one case, the 
Office of Border Patrol paid $20 million for malfimctionlng camera systems at eight border 
patrol zones and for poles, cameras, and gear that were never installed.*’ The GSA IG reportedly 
concluded that lack of oversight “placed taxpayers’ dollars and . . . national security at risk.”7o 

A recent audit by the DHS Inspector General reported that the ISIS system is largely ineffective. 
Because the remote video surveillance cameras do not have the ability to detect movement 
automatically, illegal activity goes unnoticed unless border patrol personnel are monitoring the 
cameras at the time. The cameras are al«) vulnerable to power outages and many sites do not 
have back-up power sources. The cameras malfunction when exposed to snow, ice, humidity, 
and extreme temperatures. Moreover, the remote video surveillance system can cover only 5% 
of the border. As a result, the IG concluded that the surveillance system has hobbled field 
operations.^* 

The Office of Border Patrol has acknowledged that the existing system is inadequate. On 
January 5, 2006, DHS armounced its plan to address these deficiencies with new “highly mobile 
detection systems.” The Office of Border Patrol reportedly described the ISIS system as “no 
longer state of the market” and several steps behind the current state of technology. As a result, 
the agency is “significantly challenged by the ever-changing threat environment.”72 

G. The Contract for US-VISIT 

In June 2004, the Department of Homeland Security awarded a ten-year, $10 billion contract to 
Accenture to implement US-VISIT, a program designed to collect and store personal, travel, and 
biometric information (fingerprints and photographs) from foreign nationals entering the United 
States. ''3 Although DHS promised to create a “virtual border,” auditors and inspector general 
have found serious and ongoing problems with the program. 


House Homeland Security Committee, Heorings on the Mismanagement of the Border Surveillance 
System and Lessons for the New America's Shield Initiative (June 16,2005). 

^ Probe Faults System for Monitoring U.S. Borders, Washington Post (Apr. 1 1 , 2005} 

^^Id. 

’Old. 

Deportment of Homeland Security Inspector General, A Review of Remote Surveillance Technology 
Along U.S. Land Borders (Dec. 2005) (OlG-06-15). 

Homeland Security Seeks Proposals for Border Technology, Government Executive (Jan. 5, 2006) . 

^3 Department of Homeland Security inspector General. Implementotron of the United States Visitor and 
Immigrant Status Indicator Technology Program at Land Border Ports of Entry (Feb. 2005) {OIG-05-1 1 ). 
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According to GAO, US-VISIT lacks the “capability to track the entry and exit of persons 
entering the United States at air, land, and sea ports of entry.”^** GAO concluded that “the 
program continues to invest hundreds of millions of dollars for a mission-critical capability 
under circumstances that introduce considerable risk that cost-effective mission outcomes will 

not be reaiized.”^5 

One cause of these repeated problems is US-VISIT’s reliance on out-of date and ineffective 
technologies. For example, US-VISIT uses a fingerprint identification system that is not fully 
integrated with the system used by the FBI. As a result, according to GAO, US-VISIT lacks full 
access to the FBI’s master criminal database. Moreover, because US-VISIT’s database of travel 
and biometric information is not linked to other law enforcement systems, border officials must 
search multiple systems to determine a foreign national’s identity and eligibility for entry.^* 

DUS has announced its intention to address diis lack of interoperability and integration in the 
coming months.^^ 

A recent review of US-VISIT by the DHS IG found both technological and management issues 
that could compromise the program’s security and integrity. The IG reported that the system’s 
security has multiple weaknesses that leave it vulnerable to unauthorized access. The IG also 
found that the lack of communication and coordination between and among the US-VISIT 
program and other DHS branches has weakened information security and security management.^® 

Even when US-VISIT functions correctly, it may not prove to be an efficient or effective tool for 
securing the nation’s borders. According to GAO, the Department of Homeland Security has yet 
to demonstrate that US-VISIT is the “right solution” for immigration and border management.''’ 
GAO also found that DHS still has not approved a strategic plan for how US-VISIT will operate 
with other border and homeland security initiatives, nor performed cost-benefit analyses that 
justify the Department’s expenditures on the US-VISIT program.®^ 


” U.S, Government Accountability Office, Homeland Security: Some Progress Made, but Many Challenges 
Remain on U.S. Visitor and Immigrant Status Indicator Technology Program (Feb. 2005) {GAO-05-202). 

76 Department of Homeland Security Inspector General, /mptementofion of the United States Visitor and 
Immigrant Status Indicator Technology Program at Land Border Ports of Entry (Feb. 2005) (OIG-05-) 1 ); U.S. 
Government Accountability Office, Homeland Security: Visitor and Immigrant Status Program Operating, 
but Management Improvements Are Still Needed (Jon. 25, 2006) {GAO-06-318T). 

"Senate Committee on Appropriations, Testimony of Jim Williams. US-VISIT Program Director, Department of 
Homeland Security, United States Entry/Exit Tracking: Is the United States Visitor and Immigrant Status 
Indicator Technology (US-VISIT) On Track for Success? (Jan. 25. 2006). 

^8 Department of Homeland Security inspector General, US-VISIT System Security Management Needs 
Strengthening (Dec. 2005) (OIG-06-16). 

" U.S. Government Accountability Office, Hometand Securrfyr Visitor and Immigrant Status Program 
Operoring, but Manogement Improvements Are Still Needed (Jan. 25, 2006) (GAO'06-31 8T). 

80 U.S. Government Accountability Office, Pecommendafions to Improve Manogement of Key Border 
Security Program Need to Be Implemented (Feb. 2006) (GAO-06-296), 
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H. The Contract for the Transportation Security Operations Center 

From February to April 2003, TSA entered into contracts to lease and renovate an empty facility 
to house its crisis management operations unit. The renovation was completed in July 2003, but 
an audit by the DHS Inspector General found that TSA’s management and oversight of the 
building’s renovation resulted in waste and abuse.B' 

The IG found that TSA spent over $19 million to equip the facility lavishly. The building itself 
has 55 offices, 150 workstations, 12 conference rooms, 7 kitchens, and a fitness center, yet only 
80 employees and 60 contract employees are expected to use the space. The project manager 
and facility operations officer paid $500,000 to a tool company for artwork and decorative items, 
including $29,032 for an art consultant and her assistant and $30,085 for silk plants. Moreover, 
an unnecessary decision to accelerate the construction deadline cost TSA between $400,000 and 
$600,000, not including approximately $575,000 in unjustified “approved construction change 

orders.”82 

In addition, two TSA employees spent over $ 1 36,000 on purchase cards for personal 
convenience items such as leather briefcases without proper authorization. The employees also 
used the purchase cards to acquire tables, chairs, loveseats, and armoires for the office, despite 
TSA’s express prohibition against the purchase of furniture with purchase cards.®^ 


i. The Contracts for Manufactured Homes and Trailers 

In the aftermath of Hurricane Katrina, FEMA purchased 24,967 manufactured homes and 1,755 
modular homes at a cost of $9 1 5 million to provide housing and temporary office space for 
hurricane victims and relief workers.®^ But according to the DHS Inspector General, as of 
January 2006, only 4,600 manufactured homes and 100 modular homes had been used for 
housing or office space. Not one of the homes had been sent to the most ravaged parts of 
Louisiana and Mississippi because FEMA’s own regulations prohibit the use of the homes in 
flood plains. More than 2,360 of the manufactured homes cannot be used by FEMA at all 


®' Department of Homeland Security Inspector General, Irregularities in the Development of the 
Transportation Security Operations Center (Mar. 2005) (OIG-05-18) 

^^Id. 

^Id. 

^ President’s Council on integrity and Efficiency, Executive Council on integrity and Efficiency, Oversight of 
Gulf Coast Hum'cone Recovery: A Semiannual Report to Congress (Apr. 30, 2006): Committee on 
Homeland Security and Governmental Affairs, Testimony of Department of Homeland Security Inspector 
General Richard L. Skinner, Hearings on Hurricane Katrina: Waste. Fraud and Abuse Worsen the Disaster 
(Feb.l3, 2006). 
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because they exceed FEMA’s size specifications. Nearly 11,000 homes worth over $301 million 
are sitting on the runways at one Arkai^as Mrport.®5 

Similar mismanagement characterized the contracts to buy travel trailers. After Hurricane 
Katrina, FEMA spent $1.7 billion to purchase 1 14,000 ftavel trailers.®* FEMA bought at le^t 
27,000 of those trailers “off the lot,” without negotiating either price or specifications.®^ Yet 
over 23,700 of these travel trailers sit unused. Moreover, because FEMA has not maintained the 
trailers, they are losing their value as housing or for eventual resale.®® 

In December, FEMA’s Federal Coordinating Officer in Louisiana for Hurricanes Katrina and 
Rita testified before the Senate that the entire concept of purchasing trailers for temporary 
housing was flawed. According to the official, Scott Wells, the cost to house a family for 1 8 
months (the limit for FEMA-financed temporary housing) can reach $90,000 to $100,000 for 
housing in a mobile home or $30,000 to $40,000 for housing in a travel trailer. Mr. Wells 
testified that if FEMA had simply given the families $26,200 in cash for housing, which is the 
maximum entitlement for hurricane victims, this would “allow them to quickly get on with 
rebuilding their lives and afford them a f^rmanent housing solution” while saving the taxpayer 
hundreds of thousands of dollars.®’ 


J. The Contract with Carnival Cruise Lines 

In September 2005, the Military Sealift Command, acting on behalf of FEMA, awarded Carnival 
Cruise Lines three contracts worth a combined $236 million to provide temporary housing to 
Hurricane Katrina evacuees. These contracts proved wasteftil for the federal taxpayer, costing 
more than $50,000 to house a single person for six months, more than $300 per person for each 
night’s lodging.’® 

One reason for the high costs of the Carnival contracts was their terms. Under the contracts, 
Carnival received the same level of profit from the government contract as it would have 
received under normal operating conditions. Rather than being paid based on the cost of housing 
evacuees, this company was compensated for both the revenues the company would have earned 


Senate Homeiand Security and Governmental Affairs Committee, Testimony of DHS Inspector General 
Richard L. Skinner, Hearings on Hurricane Katrina: Waste. Fraud and Abuse Worsen the Disaster fFeb 1 3 
2006). ■ ' 
^Id. 

President's Council on integrity and Efficiency, Executive Council on integrity and Efficiency, Oversight of 
Gulf Coast Hurricane Recovery: A Semionnuo/ Report to Congress (Apr. 30, 2006). 

®®/d.; see also f£/ViA's Iroi/er ‘Boneyord’ Biasted, The Sun Herald (Dec. 13. 2005) (online at 
www.sunherald.com/mld/sunherold/13394657.htm}. 

®’ Senate Homeland Security and Governmental Affairs Committee. Testimony of Scott Wells, Deputy 
Federal Coordinating Officer, FEMA, Hearings on Hurricane Kafrrno: Perspectives of FEMA 's Operotfons 
FYofessionals (Dec. 8, 2005). 

’0 Letter from DHS Inspector General Richard L Skinner to Rep. Henry A. Woxman (June 29. 2006). 
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under normal operations and any additional e^)enses tiiat Carnival incurred under the contract. 
As a result, the taxpayer reimbursed the company for both the cost of housing the evacuees and 
the revenues the ships would have earned from their casino operations, liquor and drink sales, 
and on-shore exclusions if they were operating normally. The $236 million contract value also 
did not take into account all the cost savings that Carnival realized under the contract, such as 
avoided entertainment and navigational expense.’' 


K. The Contract for Base Camps 

In September 2005, FEMA awarded an $80 million control to Clearbrook LLC to build and 
supply base camps for emergency workers responding to Hurricane Katrina.’s In November, the 
government reportedly suspended payments on the contract.’^ The DHS IG reported a “complete 
lack of documentation supporting price reasonableness” and found that $4.9 million had been 
paid for work performed before the effective date of the contract.’-* The IG also found that 
Clearbrook had billed FEMA for over $3 million in overcharges based on mathematical error. 


V. CONCLUSION 

This report examines contracting at the Department of Homeland Security. It finds that that 
contract spending by DHS has surged since 2003, with spending on noncompetitive contracts 
growing by over 700%; that contract mismanagement has been widespread, due in part to 
shortages of trained contract officials and the lack of an acquisition management structure that 
provides for a single responsible acquisition official for all of DHS; and that the cumulative costs 
to the taxpayer are enormous. The report and its appendix identify 32 DHS contracts worth 
$34.3 billion that have experienced waste, abuse, or mismanagement. 


” Carnival Cruise Lines Operating Company, Financial Review (Jan. 2002); see also Letter from Rep. Henry 
A. Waxman to Secretary of Homeland Security Michael Chertoff (Oct. 20, 2005). 

’2 Department of Homeland Security Inspector Generoi, Clearbroofc ilC Billing Errors Under Contract 
Number HSFE-Od-OS-F-6232 (Nov. 2005) (GC-LA-06-07). 

’3 Payments on Katrina Confroct Halted After Billing Questions. Washington Post (Nov. i 7, 2CX)5) . 

Department of Homeland Security inspector Generoi, Cleorbrook LLC Billing Errors Under Contract 
Number HSFE-06-05-F-6232 (Nov. 2005) (GC-LA-06-07). 

« Id. 
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APPENDIX A: PROBLEM CONTRACTS 

Total Number of Contracts: 32 
Total Estimated Value: $34.3 Billion 

This Appendix lists 32 contracts that the U.S. Government Accountability Office, agency 
inspectors general, the Defense Contract Audit Agency, or odier government investigators have 
found to involve waste, abuse, or mismanagement In each case listed, auditors found that 
contract abuses or mismanagement occurred during the last five years. 

The cumulative estimated value of these 32 contracts is approximately $34.3 billion. Estimated 
value is defined as the total program cost or contract ceiling. When contracts have been 
completed and actual costs are known, or if total program costs or contract ceilings are unknown, 
value is estimated as the most recent contract costs cited by federal auditors. 

In some cases, agency auditors have not publicly released the identity of contractors to which 
their audit reports refer. In these cases, this Appendix notes that the contractor’s name is “Not 
Released.” The Appendix provides citations to all listed audit reports, as well as electronic 
hyperlinks for all listed audit reports that are publicly available on the Internet. 


1. Contractor: Accenture (and partners). 

Sub-Department: Border and Transportation Security. 

Estimated Value: $10 billion. 

Contract Description: United States Visitor and Immigrant Status Technology fUS-ViSIT). 

Selected Audit Report($}: Department of Homeland Security inspector General, 
Imolemenfafion of the United States Visitor and Immiaranf Status Indicator Technology 
Program ai Land Border Ports of Entry (Feb. 2005) (OIG-OS-l 1 ); Department of Homeland 
Security Inspector General, US-VISIT System Security Mai^aaemenf Needs Sfrenafhertina 
(Dec. 2005) (OIG-06-16): U.S. Government Accountability Office, Recommendations to 
Improve Management of Key Border Security Program Need to Be /mp/ementpd (Feb. 
2006) {GAO-06-296). 

Problem(s) with Contrach Lack of Defined Requirements; Wasteful Spending; 
Mismanagement, 
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2. Contracton Aviation Safeguards. 

Sub-Department: Transportation Security Administration. 

Estimated Value: $41.5 million. 

Contract Description; Airport screening. 

Selected Audit Report(s}: DCAA, Report on Audit of Definifization of TSA Letter Contract 
No. DTFA01-02-C-04008. No. 2201-2002821000038 (Dec. 4, 2002). 

Problem(s) with Contract: Substantid chdienged costs. 

3. Contractor: BearingPoint. 

Sub-Deparhnent: Not Available. 

Estimated Value: $8.9 million. 

Contract Description: eMerge2. 

Selected Audit Report(s}; U.S. Government Accountability Office, Financial 
Management Systems: DHS Has on OoDorfunify to Incorporate Best Practices in 
Modernization Efforts (Mar. 29, 2006) (GAO-06-553T): House Government Reform 
Committee. Testimony of Scott Charbo. Chief Information Officer. Department of 
Homeland Security, and guoene Schied. Deputy Chief Financial Officer, Department of 
Homeland Security. Hearings on eMerge2 (Mar. 29, 2(X)6). 

Problem(s) with Contract; Lack of Defined Requirements; Wasteful Spending: 
Mismanagement. 

4. Contractor: Bechtel National, inc. 

Sub-Department: FEMA. 

Estimated Value: $100 million. 

Contract Description: Manage Temporary Housing for Katrina Evacuees. 

Selected Audit Report(s): Department of Homelond Security Inspector General, 
Monooement Advisory Report on the Major Technical Assistance Contract {Nov. 2005) 
(OIG-06-02). 

Problem(s} with Contract: Mismanagement; Wasteful Spending. 

5. Contractor: Boeing Service Company. 

Sub-Department: Transportation Security Administration. 

Estimated Value: $1.2 billion. 

Contract Description: Installation and Maintenance of Baggage Screening Machines. 

Selected Audit R€port(s): Department of Homeland Security Inspector General. 
Evaluation of TSA 's Contrac t for the Installation and Maintenance of Fxolnsive Defection 
Equipment at United States Airports (Sept. 2004) {OIG-04-44). 

Problem(s} with Contract: Wasteful Spending; Mismonagement. 
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6. Contractor: Carnival Cruise lines. 

Sub-Depaitment: FEMA. 

Estimated Value: $82.7 miliion. 

Contract Description: Cruise Ship Houang for Katrina Evacuees (Ecstasy). 

Selected Audit Report($): Naval Audit Service. Chartered Cruise Ships (Feb. 2006) (Audit 
Report N2006-0015): Department of Homeland Security Inspector General 
Manooement Advisory Report on the Acauisifion of Cruise Shies for Hurricane Kofrina 
Evacuees (Feb. 2006) (Report No. GC-HQ-06-1 1). 

Problemfs) with Contract: WasteKil Spending. 

7. Contractor: Carnival Cruise Lines. 

Sub-Deportment: FEMA. 

Estimated Value: $62.2 million. 

Contract Description: Cruise Ship Housing for Katrina Evacuees (Holiday). 

Selected Audit Reports): Naval Audit Service, Chartered Cruise Ships (Feb. 2006) (Audit 
Report N2006-00] 5); Department of Homeland Security Inspector General, 
Monogemenf Advisory Report on the Acauisitior^ of Cruise Ships for Hurricarte Kofrina 
Eygeyegs (Feb. 2006} (Report No. GC-HQ-06-1 1). 

Probtemfs) with Contract; Wasteful Spending. 

8. Contractor: Carnival Cruise Lines. 

Sub-Department: FEMA. 

Estimoted Value: $91.1 million. 

Contract Description: Cruise Ship Housing for Katrina Evacuees (Sensation). 

Selected Audit Report(s}: Naval Audit Service, Chortered Cruise Shies (Feb. 2006) (Audit 
Report N2006-0015); Department of Homeland Security inspector General, 
Management Advisory Report on the Acauisifion of Cruise Shies for Hurricane Katrina 
Evacuees (Feb. 2006) (Report No. GC-HQ-06-1 1). 

Problem($) with Contract: Wasteful Spending. 

9. Contractor: CH2M Hill Constructors, Inc. 

Sub-Deportment: FEMA. 

Estimated Value: $100 million. 

Contract Description: Manage Temporary Housing for Katrina Evacuees. 

Selected Audit Report(s): Department of Homeland Security Inspector General, 
Manggemen/ Advis ory Report on the Major Technical Assistance Contract s (Nov 20051 
(OiG-06-02) . 

Problemfs) with Contact: Mismanagement; Wasteful Spending. 
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10. Contractor: Clearbrook, LLC. 

Sub-Department: FEMA. 

Estimated Value: $80 million. 

Contract Description: Food and Lodging at Base Camps for Humcane Katrina. 

Selected Audit Report(s): Department of Homeland Security Inspector General, 
Clearbrook, LLC Billina Errors Under Contract Number HSFE-06-05-F-6232 (Nov. 2005). 

Problem(s) with Contract: Lack of Defined Requirements: Wasteful Spending; 
Mismanagement. 

n. Contractor: Delta Air Lines. 

Sub-Department: Transportation Security Administration. 

Estimated Value: $17.7 million. 

Contract Description: Airport screening. 

Selected Audit Report(s): DCAA. Report on Audit of Proposal for Definitization of 
Transportation SecurityAdministration'sLefterContractNo. DTFAOI-02-C-040I4. No. 

1 WI-2002L21000006 (Nov. 22, 2002). 

Problem(s) ^th Contract: Substantial Challenged Costs. 

12. Contractor: Fluor Enterprises, Inc. 

Sub-Department: FEMA. 

Estimated Value: $100 million. 

Contract Description: Manage Temporary Housing for Katrina Evacuees. 

Selected Audit Reportfs): Department of Homeland Security Inspector General, 
Management Advisory Report on the Major Technical Assistance Contracts (Nov. 2005) 
{OIG-06-02). 

Problem(s) with Contract: Mismanagement; Wasteful Spending. 

13. Contractor Globe Aviation Services Corporation. 

Sub-Department: Transportation Security Administration. 

Estimated Value: $255.8 million. 

Contract Description: Airport screening. 

Selected Audit Report(s): DCAA, Report on Audit of Price Proposal for Airport Screening 
Services, No. 351 }‘2003P2W00002 (Feb. 12, 2003). 

Problem(s) with Contract: Substantial Challenged Costs. 
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14. Conh’Qcl'or; Jackson Hole Airport Board. 

Sub-Department: Transportation Security Administration. 

Estimated Value: $850,000. 

Contract Description: Airport screening. 

Selected Audit Report(s}: DCAA, Report on Incurred Costs for Fiscal Year Ended 6-30- 
2004, No. 3 121-2004JW100002 {Sept. 23. 2005). 

Problem(s) wth Contract: Substantial Challenged Costs. 

15. Contractor: L-3 Communicotions. 

Sub-Department: Office of Border Pafroi. 

Estimated Value: $429 million. 

Contract Description: integrated Surveillance intelligence System (ISIS). 

Selected Audit Repoft(s): Department of Homeland Security inspector General, A 
Review of Remote Survefflonce Technology Along U.S. Land Borders (Dec. 2005) (OIG- 
06-15): U.S. Government Accountability Office, Border Security. Kev Unresolved Issues 
Justify Reevaluation of Border Surveillance Technology Program (Feb. 2006) (GAO-06- 
295). 

Problem{s) with Contract: Wasteful Spending; Mismanagement. 

16. Contractor: Lockheed Martin Northrop Grumman Joint Venture. 

Sub-Department: Coast Guard. 

Estimated Value: $ 1 7 billion. 

Contract Description: Deepwater. 

Selected Audit Report(s): U.S. Government Accountability Office, Deporfmenf of 
Homeland Security; Financial Management Challenges (Jui. 8, 2004) {GAO-04-945T). 

Problem(s) with Contract: Wasteful Spending; Mismanagement. 

17. Contractor: Multiple Contractors. 

Sub-Department: FEMA. 

Estimated Volue: $915 million. 

Contract Description: Manufactured/Modular Homes for Katrina and Rita Evocuees. 

Selected Audit Report(s): Department of Homeland Security Inspector General, Mobile 
Homes and Modular Homes at Hope and Red River (Feb. 2006) (Report No. GC-HQ-06- 
1 2); Department of Homeland Security Inspector General, Oversight of Gulf Coast 
Humcane Recovery, A Semiannual Report to Congress (Apr, 30, 2006); Senate 
Committee on Homeland Security and Governmental Affairs, Testimony of DeoartmRnf 
of Homeland Security Inspector General Richard L Skinner (Feb. 13, 2006). 

Problem(s) with Contract: Lack of Defined Requirements; Wasteful Spending: 
Mismanagement. 
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18. Contractor: Multiple Contractors. 

Sub-Department: FEMA. 

Estimated Value: $1.7 billion. 

Contract Description: Travel Trailers for Katrina Evacuees. 

Selected Audit Report{s): Department of Homeland Security Inspector General, 
Oversight of Gulf Coast Humcone Recovery, A Semiannual Report to Congress (Apr. 30, 
2006); Senate Committee on Homeland Security and Governmental Affairs, Testimony 
of Department of Homeland Security inspector General Richard L Skinner (Feb. 13, 
2006). 

Problem(s) with Contract; Wasteful Spending; Mismanagement; Lack of Competition. 

19. Contractor: NCS Pearson. Inc. 

Sub-Department: Transportation Secwity Administration. 

Estimated Value: $741 million. 

Contract Description: Test and Hire Passenger Screeners for Airports. 

Selected Audit Report(s}: Department of Homeland Security Inspector General , Review 
of the Transportation Security Administration's Management Controls Over the Screener 
Recruitment Program (Dec. :M05) (OlG-06'18). 

Problem(s) with Contract; Lack of Defined Requirements: Wasteful Spending; 
Mismanagement. 

20. Contractor: Not Released. 

Sub-Deportment: Transportation Security Administration. 

Estimated Value: $19 million. 

Contract Description: Transportation Security Operations Center. 

Selected Audit Reports): Department of Homeland Security inspector General, 
/rre.qu/qr;t>es in the Development of the Transportation SecAjritv Operations Center 
(March 2005) (OtG-05-18). 

Problem(s) with Contract: Wasteful Spending: Mismanagement. 

21. Contractor: Olympic Security Services, Inc. 

Sub-Department: Transportation Security Administration. 

Estimated Value: $34.9 million. 

Contract Description: Airport screening. 

Selected Audit Report(s): DCAA, Report on Audit of Definitizafion Proposal Letter 
Contract No. DTFAOI-02-C-04037, No. 4261-2003S2W00002 (Dec. 20, 2002). 

Problem(8) with Contract: Substantial Challenged Costs. 
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22. Contracton Prospect Airpcnl Services, Inc. 

Sub-Department: Transportation Security Admirvstratlon, 

Estimated Value: $16.6 million. 

Contract Description: Airport screening. 

Selected Audit Report(s): DCAA, Report on Audit of T&M Proposal Submitted Under 
Letter Contract No. DTFA0}-02-C-04039, No. 3 141-2002B2 1000009 (Dec. 31, 2002). 

Prob}em(s) w'th Contract: Substantial Challenged Costs. 

23. Contactor: Scotia Prince Cruise line. 

Sub-Department: FEMA. 

Estimated Value: $13 million. 

Contract DescripHon: Cruise Ship Housing for Katrina Evacuees. 

Selected Audit Report(s}: Nava! Audit Service, Chartered Cruise Shins (Feb. 2006) (Audit 
Report N2006-(X)15); Department of Homeland Security inspector General, 
Monooemenf Advisory Report on the Acquisition of Cruise Shios for Hurricane Katrina 
Evacuees (Feb. 2CK)6) (Report No. GC-HQ-06-1 1). 

Problem(s) with Contract: Wasteful Spending. 

24. Contactor: Shaw Environmental, Inc. 

Sub-Department: FEMA. 

Estimated Value: $100 million. 

Contract Description: Manage Temporary Housing for Katrina Evacuees. 

Selected Audit Report(s}: Department of Homeland Security Inspector General, 
Monaqemenf Advisory Report on the Major Technical Assistance Contracts (Nov. 2005) 
(OIG-06-02). 

Problem(s) with Contract: Mismanagement; Wasteful Spending. 

25. Contractor: Sky Aviation Services, Inc. 

Sub-Department: Transportation Security Administration. 

Estimated Value: $536,000. 

Contract Description: Airport screening. 

Selected Audit Report($): DCAA, Report on Audit of Time and Material ProposaL No 
670 J -200262 1000003 (Oct. 31, 2002). 

Problem($} with Contract: Substantial Challenged Costs. 
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26. Confractor: STC Constructcxs, LLC. 

Sub-Department: Customs and Bord^ Patrol. 

Estimated Value: $1.5 million. 

Contract Description: Construction at Ccxpus Christi Naval Air Station. 

Selected Audit Report(s): DCAA, Report on Audit of Price Adjustment Claim, No. 352 J- 
2003VJ7200003 (Feb. 20, 2004). 

Probtem(s) with Contract: Substantial Challenged Costs. 

27. Contractor: Summit Security Services. Inc. 

Sub-Departmerrt: Transportation Security Administration. 

Estimated Value; $16.5 million. 

Contract Description: Airport screening. 

Selected Audit Report(s): DCAA. Report on Audit of Definifizafion of TSA Letter Contract 
No. DTFA0I-02-C-04042, No. 2201-2002-021000008 {Nov. 26, 2002). 

Problem(s) with Contract: Substantial Challenged Costs. 

28. Contractor: U.S. Airways. 

Sub-Department; Transportation Security Administration. 

Estimated Value: $7.1 million. 

Contract Description: Airport screening. 

Selected Audit Report(s): DCAA. Application of Agreed-Upon Procedures, No. 6331- 
2003D 17900002 (Apr. 1 1. 2003). 

Problem(s) with Contract: Substantial Challenged Costs. 

29. Contractor: Unisys. 

Sub-Department: Transportation Security Administration. 

Estimated Value: $1 billion. 

Contract Description: Airport Telecommunications. 

Selected Audit Report(s): Department of Homelond Security Inspector General, 
Transportation Security Administration's Information Technoloav Manaaed .Nervines 
Contract (Feb. 2006) (OIG-06-23). 

Problem(s) with Contract: Lack of Defined Requirements: Wasteful Spending; 
Mismanagement. 
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30. Confractor: Wackenhut Corporation. 

Sub-Department: Transportation SecLmty Administration. 

Estimated Value: $106.6 miion. 

Contract Description: Airport screening. 

Selected Audit Report(s): DCAA, Report on Audit of Review of Letter Contract No. 
DTAF0J-02-C-04112, No. \27U2002P2t000007 {Oct. 25, 2002). 

Problem(s) with Contract: Substantial Challenged Costs. 

31. Contractor: Worldwide Flight Services. 

Sub-Department: Transportation Security Administration. 

Estimated Value: $20.8 million. 

Contract Description: Airport screening. 

Selected Audit Report(s}: DCAA, Supplement to Report on Indefinite Delivery Indefinite 
Quantity Proposal, No. 351 1-2002M2W000I7SI (Nov. 13, 2003). 

Problem(s) with Contract: Substantial Challenged Costs. 

32. Contractor: Worldvsnde Security Associates, Inc. 

Sub-Department: Transpc^ation Security Administration. 

Estimated Value: $82.6 miiion. 

Contract Description: Airport screening. 

Selected Audit Report(s): DCAA, Audit of T&M Proposal to Definitize Letter Contract No. 
4}8}’2003A2!000001 (Nov. 22. 2002). 

Problem(s} with Contact: Substantial Challenged Costs. 
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Chairman Tom Davis. Before I recognize our distinguished rank- 
ing member, let me just say, this Congress either tonight or tomor- 
row is going to go through a lengthy discussion and debate over 
legislation passed out of this committee last week that takes a look 
at all Federal programs across the board and should they be there, 
can we effectively combine them, and the like. The reaction of Gov- 
ernment so many times when we have to lose weight or cut budg- 
ets is to cutoff fingers and toes. 

But what we see here is that the fat in Government is layered 
throughout the bureaucracy in the way we do business. I would 
gather that there are billions of dollars in losses and just general 
procurement and business management practices where you have, 
I think, far greater losses than you had just cutting programs, Mr. 
Waxman. That is the tragedy of this as we look at it, is that we 
are just not running as efficiently as we should. 

Again, I want to thank you and your staff for helping put this 
together. I look forward to your opening remarks. Thank you. 

Mr. Waxman. Thank you very much, Mr. Chairman. I want to 
thank you for holding this important hearing to examine homeland 
security contracts. I think you are absolutely right, this committee 
has operated in a bipartisan way in developing this report that we 
are putting out today and taking seriously the job that we have be- 
fore us. 

With literally billions of dollars and the security of the American 
people at stake, congressional oversight is urgently needed and 
long overdue. Since the attacks of September 11, 2001, the Depart- 
ment of Homeland Security and its predecessor agencies have gone 
on a spending spree. In 2003, the Department entered into 14,000 
contracts worth $3.5 billion. By 2005, the Department’s spending 
on contracts swelled to 63,000 contracts worth $10 billion. 

Our Nation has pressing security needs. If the money were well 
spent, it would be a good investment. But the problem is, hundreds 
of millions of dollars are being squandered. The taxpayers are 
being taken to the cleaners and our security is not being protected. 
Boondoggle contracts may enrich private contractors, but they 
drive us deeper into debt and leave our borders unprotected and 
our ports and airlines vulnerable to attack. 

Today, the chairman and I are releasing a new report assessing 
the administration’s record on homeland security contracts. The re- 
port describes a pattern of reckless spending, poor planning and in- 
effective oversight that is wasting taxpayers’ dollars and undermin- 
ing our homeland security efforts. The report is entitled, “Waste, 
Abuse and Mismanagement in Department of Homeland Security 
Contracts.” 

There are key findings in our report. First, we are spending more 
and more each year on Homeland Security contracts. In just the 3- 
years since the creation of the Department of Homeland Security, 
contract spending has increased 189 percent from $3.5 billion in 
2003 to over $10 billion in 2005. Homeland Security spending is 
growing 31 times faster than inflation. It is even growing 11 times 
faster than the rest of our ballooning Federal budget. 

Second, most of the new spending is occurring through non-com- 
petitive contracts, many of them no-bid contracts. In the 3-years 
since the creation of the Department of Homeland Security, the 
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dollar value of non-competitive contracts has grown by an astro- 
nomical 739 percent. Last year over half of the Department’s con- 
tract spending was awarded without full and open competition. 
Competition protects the taxpayers by driving prices down and 
quality up. But the administration squelches full and open competi- 
tion so it can offer lucrative deals to hand-picked contractors. 

Third, the report finds that there is no effective system of con- 
tract management at the Department of Homeland Security. There 
is little contract planning and only meager contract oversight. 

Fourth, the costs to the taxpayers are enormous. The report iden- 
tifies 32 Federal Homeland Security contracts worth $34.3 billion 
that have experienced significant waste, fraud, abuse or mis- 
management. In February 2002, the Transportation Security Ad- 
ministration awarded $104 million contract to hire airport screen- 
ers. In less than 1 year, the contract ballooned to $741 million, yet 
the rate at which screeners detected weapons never improved and 
Government auditors identified hundreds of millions of dollars in 
unjustifiable charges. 

Several months later, TSA awarded a $1.2 billion contract to 
Boeing to install and maintain luggage screening equipment at air- 
ports. But the baggage screening equipment never worked right. 
GAO says the taxpayer will now have to spend an additional $3 bil- 
lion to $5 billion to upgrade to more efficient machines. Unfortu- 
nately, I can go on and on and on. 

As described in the committee’s bipartisan report, the Depart- 
ment has botched the contracts to upgrade airport computer net- 
works, detect nuclear devices and create a virtual border. What is 
most inexcusable is that no one in the executive branch seems to 
care. The same mistakes happen over and over again. This admin- 
istration treats the taxpayer as its own piggy-bank. 

A striking example is the Department’s new Secure Border Ini- 
tiative, which is its new high-tech plan to protect the border. I 
want to read to you the request for proposal, also called the RFP, 
that the administration released earlier this year. The RFP is a re- 
markable document, because it is devoid of any substance. Instead 
of identifying specific Government needs, it takes the fairy god- 
mother approach to the immensely difficult task of protecting our 
border. 

Here is the only substantive requirement in the RFP. The De- 
partment wants private contractors, not Government officials, but 
private contractors, to figure out “highly reliable, available, main- 
tainable and cost-effective solutions to manage, control and secure 
the border, using the optimal mix of proven, current and next gen- 
eration technology, infrastructure, personnel, response capabilities 
and processes.” In case the contracting community missed the 
point, DHS Deputy Secretary Michael Jackson told potential bid- 
ders for the new Secure Border Initiative, “We are asking you to 
come back and tell us how to do our business.” 

Well, that is not good governing, that is not planning. It is ut- 
terly incompetent, and it is going to cost the taxpayers billions. Mr. 
Chairman, in closing, I want to commend you for your leadership. 
You have approached this issue with bipartisanship and put the in- 
terests of the taxpayers first. This committee is doing an important 
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public service by exposing the astronomical levels of wasteful 
spending at the Department of Homeland Security. 

[The prepared statement of Hon. Henry A. Waxman follows:] 
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Opening Statement of 

Rep. Henry A. Waxman, Ranking Minority Member 
Committee on Government Reform 
Hearing on “Code Yellow: Is The DHS Acquisition Bureaucracy a 
Formula for Disaster?” 

July 27, 2006 

Mr. Chairman, thank you for holding this important hearing to 
examine homeland security contracts. With literally billions of dollars 
and the security of the American people at stake, congressional oversight 
is urgently needed and long overdue. 

Since the attacks of September 1 1, 2001, the Department of 
Homeland Security and its predecessor agencies have gone on a 
spending spree. In 2003, the Department entered into 14,000 contracts 
worth $3.5 billion. By 2005, the Department’s spending on contracts 
swelled to 63,000 contracts worth $10 billion. 

Our nation has pressing security needs, and if the money were well 
spent, it would be a good investment. 

But the problem is, hundreds of millions of dollars are being 
squandered. The taxpayers are being taken to the cleaners, and our 
security is not being protected. 
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Boondoggle contracts may enrich private contractors, but they 
drive us deeper into debt and leave our borders unprotected and our 
ports and airlines vulnerable to attack. 

Today, the Chairman and I are releasing a new report assessing the 
Administration’s record on homeland security contracts. The report 
describes a pattern of reckless spending, poor planning, and ineffective 
oversight that is wasting taxpayer dollars and undermining our homeland 
security efforts. 

There are four key findings in our report. First, we are spending 
more and more each year on homeland security contracts. In just the 
three years since the creation of the Department of Homeland Security, 
contract spending increased 189% ... from $3.5 billion in 2003 to over 
$10 billion in 2005. 

Homeland security spending is growing 3 1 times faster than 
inflation. It is even growing 1 1 times faster than the rest of our 
ballooning federal budget. 
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Second, most of the new spending is occurring through 
noncompetitive contracts, many of them no-bid contracts. In the three 
years since the creation of the Department of Homeland Security, the 
dollar value of the noncompetitive contracts has grown by an 
astronomical 739%. 

Last year, over half of the Department’s contract spending was 
awarded without full and open competition. 

Competition protects the taxpayer by driving prices down and 
quality up. But the Administration squelches full and open competition 
so it can offer lucrative deals to hand-picked contactors. 

Third, the report finds that there is no effective system of contract 
management at the Department of Homeland Security. There’s little 
contract planning and only meager contract oversight. 

Fourth, the costs to the taxpayer are enormous. The report 
identifies 32 federal homeland security contracts worth $34.3 billion that 
have experienced significant waste, fraud, abuse, or mismanagement. 
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In Febraary 2002, the Transportation Security Administration 
awarded a $104 million contract to hire airport screeners. In less than 
one year, the contract ballooned to $741 million. Yet the rate at which 
screeners detected weapons never improved, and government auditors 
identified hundreds of millions of dollars in unjustified charges. 

Several months later, TSA awarded a $1.2 billion contract to 
Boeing to install and maintain luggage screening equipment at airports. 
But the baggage screening equipment never worked right. GAO says 
the taxpayer will now have to spend an additional $3 to $5 billion dollars 
to upgrade to more efficient machines. 

Unfortunately, I could go on .. . and on . . . and on. As described in 
the Committee’s bipartisan report, the Department has botched the 
contracts to upgrade airport computer networks, detect nuclear devices, 
and create a “virtual border.” 

And what is most inexcusable is that no one in the executive 
branch seems to care. The same mistakes happen over and over again. 
This Administration treats the taxpayer as its own private piggy bank. 
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A striking example is the Department’s new Secure Border 
Initiative, which is its new high-tech plan to protect the border. I want 
to read to you the “Request for Proposal” — also called the “RFP” — 
that the Administration released earlier this year. The RFP is a 
remarkable document because it is devoid of any substance. Instead of 
identifying specific government needs, it takes the fairy godmother 
approach to the immensely difficult task of protecting our border. 

Here is the only substantive requirement in the RFP. The 
Department wants private contractors — not government officials — to 
figure out (and I quote): 

Highly reliable, available, maintainable, and cost effective 
solution(s) to manage, control, and secure the border using the 
optimal mix of proven current and next generation technology, 
infrastructure, personnel, response capabilities and processes. 

In case the contracting community missed the point, DHS Deputy 
Secretary Michael Jackson told potential bidders for the new Secure 
Border Initiative: “We’re asking you to come back and tell us how to do 
our business.” 
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That’s not governing. That’s not planning. It’s utter 
incompetence, and it’s going to cost the taxpayers billions. 

Mr. Chairman, in closing I want to commend you for your 
leadership. You have approached this issue with bipartisanship and put 
the interests of the taxpayer first. And this Committee is doing an 
important public service by exposing the astronomical levels of wasteful 
spending at the Department of Homeland Security. 
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Chairman Tom Davis. Mr. Waxman, thank you very much. 

The gentleman from Tennessee, Mr. Duncan. 

Mr. Duncan. Thank you very much, Mr. Chairman, and thank 
you for calling this hearing on this very important report. You and 
the ranking member have both given outstanding statements and 
have mentioned several things that I would have mentioned. 

But I can tell you that just a few days ago, the Department of 
Homeland Security came out with a terrorist target list that imme- 
diately or very quickly became a joke around the entire Nation. It 
had 8,591 sites listed in Indiana, including the Amish Country Pop- 
corn Factory, but only 3,212 sites in California. 

But what got my attention, it had in my district the Sweetwater, 
Tennessee Flea Market. And I can assure you, the Department of 
Homeland Security became the laughingstock of Sweetwater and 
east Tennessee for a couple of days. That was a total waste. They 
might as well have just put out a report saying that any place that 
more than two or three people are gathered was a target list. 

Now we get this report which is not really a laughing matter. 
Anybody who is not really sickened or horrified by the things that 
are in this report cannot legitimately call themselves a conserv- 
ative Republican or a fiscal conservative in any way. The chairman 
and the ranking member have already mentioned the $104 million 
TSA contract that went to over $700 million to train airport screen- 
ers, the contracts awarded without competition that increased 739 
percent between 2003 and 2005. 

The report has so many other things, the two TSA employees 
that used Government purchase cards to buy $136,000 worth of 
personal items, $297 million of questionable or improper charges by 
NCS Pearson on a contract to hire airport screeners. The GAO 
found that FEMA cannot locate 22 printers and 2 GPS units worth 
$170,000, as well as 12 boats the agency bought for $208,000. It 
just goes on and on and on. 

The Department, if the top people of the Department are not em- 
barrassed by this, something is wrong. Something has to be done, 
and I think this hearing is the start of it. I can tell you, if these 
types of things were going on in a private company, heads would 
roll, people would be fired, action would be taken. So I eagerly 
await to see what is going to be done by the Department in re- 
sponse to what is a scandalous report of waste, fraud and mis- 
management in this contracting by the Department of Homeland 
Security. 

Thank you very much, Mr. Chairman. 

Chairman Tom Davis. Thank you very much. 

Any other Members wish to make opening statements? Mr. Gut- 
knecht. 

Mr. Gutknecht. Just briefly, Mr. Chairman. I just want to con- 
gratulate you and Ranking Member Waxman, because if there is 
one area where Congress has sort of let its guard down, it is in 
terms of the oversight responsibility we have. Frankly, I think 
Americans deserve better answers that they have received. I think 
this hearing is a very important step in the right direction. 

I yield back. 

Chairman Tom Davis. Thank you very much. 
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Members will have 7 days to submit opening statements for the 
record. 

We are now going to recognize our first panel. We have Mr. Mi- 
chael Sullivan, who is the Director, Acquisition Sourcing and Man- 
agement, at the Government Accountability Office. Thank you for 
your work. Mr. David Zavada, who is the CPA, Assistant Inspector 
General’s Office of Audits, Department of Homeland Security. 
Thank you for being here. And Elaine Duke, the Chief Procurement 
Officer at the Department of Homeland Security. She is accom- 
panied by Mr. John Ely, who is the Chief Procurement Officer, 
Customs and Border Protection Service at the Department of 
Homeland Security, and Mr. Richard Gunderson, the Acting Assist- 
ant Administrator for the Office of Acquisition at the Transpor- 
tation Security Administration at the Department of Homeland Se- 
curity. 

It is our policy to swear everyone in before they testify. So if you 
would rise with me and raise your right hands. 

[Witnesses sworn.] 

Chairman Tom Davis. Thank you very much. 

Mr. Sullivan, we will start with you and then we will move to 
Mr. Zavada and then to Ms. Duke. I thank you all again for being 
with us today. Your entire statement is in the record. I know you 
have a lengthy analysis you have done. That is all in the record. 
So if we could try to keep to 5 minutes. I am going to apologize, 
because at about 10 of, I have to leave for a few minutes to go over 
to the Senate and introduce two nominees from my district that are 
up, and then I will be back for questions. But I will want to get 
my first questions in. 

Go ahead and start, Mr. Sullivan. 

STATEMENTS OF MICHAEL J. SULLIVAN, DIRECTOR, ACQUISI- 
TION AND SOURCING MANAGEMENT, U.S. GOVERNMENT AC- 
COUNTABILITY OFFICE; DAVID M. ZAVADA, ASSISTANT IN- 
SPECTOR GENERAL FOR AUDITS, U.S. DEPARTMENT OF 
HOMELAND SECURITY; AND ELAINE C. DUKE, CHIEF PRO- 
CUREMENT OFFICER, U.S. DEPARTMENT OF HOMELAND SE- 
CURITY, ACCOMPANIED BY, JOHN ELY, EXECUTIVE DIREC- 
TOR OF PROCUREMENT FOR CUSTOMS AND BORDER PRO- 
TECTION AND RICHARD GUNDERSON, ASSISTANT ADMINIS- 
TRATOR FOR ACQUISITION, TRANSPORTATION SECURITY 
ADMINISTRATION 

STATEMENT OF MICHAEL J. SULLIVAN 

Mr. Sullivan. Thank you, Mr. Chairman, for the opportunity to 
appear here today to update you on GAO’s work on the Department 
of Homeland Security’s acquisition policies and practices. 

As you know, we designated the establishment of the Depart- 
ment and its transportation as high-risk, and pointed out that not 
effectively addressing management challenges could have serious 
consequences for national security. My testimony today is based on 
recent GAO work concerning various aspects of the Department’s 
acquisitions. I will address areas where the Department has had 
some success and where it still faces challenges. 
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The Department has some of the most extensive acquisition 
needs within the U.S. Government. In fiscal year 2005, it obligated 
almost $17.5 billion to acquire a wide range of goods and services. 
Its acquisitions included sophisticated screening equipment, tech- 
nologies to secure the Nation’s borders, trailers to meet the housing 
needs of hurricane victims and the upgrading of the Coast Guard’s 
entire offshore fleet of service and their assets. 

In March 2005, we found and reported on two acquisition areas 
where the Department had achieved some success. DHS’s organiza- 
tions collaborated to leverage buying power for various goods and 
services such as office supplies, boats, energy and weapons, and re- 
corded about $14 million in savings across the Department. 

Also, the Department has had success with its small business 
program, which is felt across DHS. It recorded that about 35 per- 
cent of its contracting dollars went to small businesses, exceeding 
its goal of 23 percent. 

Much more must be done, however. In 2005, we also reported 
that DHS’s efforts to create a unified accountable acquisition orga- 
nization had been hampered by policies that create ambiguity 
about who is accountable for acquisition decisions. Further, we 
found that acquisition organizations across DHS were still operat- 
ing in a disparate manner, with oversight left primarily up to each 
individual organization. 

Today, DHS continues to face challenges in these areas. For ex- 
ample, the policy directive intended to integrate the acquisition 
function still relies on a system of dual accountability for acquisi- 
tions between the chief procurement officer and the heads of each 
DHS component, and still does not apply to the U.S. Coast Guard 
and the Secret Service. 

Also, although the chief procurement officer has recently issued 
guidance providing a framework for acquisition oversight and 
added five staff to carry it out, implementation has been limited. 
We have work ongoing in this area now and will be updating the 
status of this policy in the near future. 

Finally, staffing shortages in the Office of Procurement Oper- 
ations, which handled about $4 billion of the Department’s con- 
tracting activity last year, led this office to rely on outside agencies 
for contracting support for about 90 percent of its obligations, often 
for a fee. The Office also did not have adequate internal controls 
in place to effectively oversee this interagency contracting. 

There has been some improvement in this area recently. The Of- 
fice recently increased its staffing level from 42 to 120, and the 
interagency agreements have now fallen from 90 percent to 72 per- 
cent of the Department’s obligations. However, it still lacks inter- 
nal controls to oversee these interagency agreements. 

To protect its major acquisition investments, DHS has put in 
place an investment review process that adopts best practices to 
help the Department reduce risks. However, the process does not 
include two critical management reviews: the first, to reduce tech- 
nological risk by helping to ensure that the right technologies and 
funding will be ready to develop the program or product prior to 
beginning; and second, to reduce design risk by hoping to make 
sure the product or program’s design will perform as expected be- 
fore moving into mass production. 
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In addition, the Department’s policy does not require critical in- 
formation to be delivered at program reviews for these major in- 
vestments. For example, before a program is approved to begin, 
DHS has no policy to require cost and schedule estimates for the 
acquisition based on knowledge from preliminary information or 
designs. Our prior reports on large DHS acquisition programs, such 
as TSA’s Secure Flight program and the Coast Guard’s Deepwater 
program have highlighted the need for improved oversight. 

In closing, I believe that DHS has taken some strides toward 
putting in place a more effective acquisition organization. However, 
they are not enough to ensure that the Department is effectively 
managing the acquisition of the multitude of goods and services it 
needs to meet its mission. More must be done to fully integrate the 
Department’s acquisition function, pave the way for the chief pro- 
curement officer’s responsibilities to be effectively carried out, and 
put in place internal controls needed to manage interagency agree- 
ments, activity and large, complex investments. DHS’s top leaders 
must address these challenges or continue to exist with a frag- 
mented acquisition organization that can only provide stop-gap, ad 
hoc solutions. 

Mr. Chairman, this concludes my statement. 

[The prepared statement of Mr. Sullivan follows:] 
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HOMELAND SECURITY 

Challenges in Creating An Effective 
Acquisition Organization 


Why GAO Did This Study 

The Department of Homeland 
Security (DHS) has some of the 
most extensive acquisition needs 
within the U.S. government In 
fiscal year 2005, the department 
reported that it obligated almost 
$17.5 billion to acquire a wide 
range of goods and services. DHS ‘s 
acquisition portfolio is broad and 
complex, including procurements 
for sophisticated screening 
equipment for air passenger 
security; teChnolo^es to secure the 
nation’s borders; trailers to meet 
the housing needs of Hurricane 
Katrina victims; and the upgrading 
of the Coast Guard’s offshore fleet 
of surface and air assets. 

This testimony summarizes GAO 
reports and testimonies, which 
have reported on various aspects of 
DHS acquisitions. It addresses 
(1) areas where DHS has been 
successful in promoting 
collaboration among its various 
organizations, and (2) challenges it 
still f^es in integri^g the 
acquisition Action across the 
departihent; ahd (3) DIK’ 
implementation of an effective 
review process for its mqjor, 
complex investments. The 
information in this testimony is 
based on work that was completed 
in accordance with generally 
accepted government auditing 
standards. 


www.gao.gov/cgi-bin/gelrpl7GAO-06-1012T. 

To view the full product, including the scope 
and methodology, click on the link above. 

For more information, contact Michael 
Sullivan at (202) 512-4841 or 
suilivanm@gao.gov. 


What GAO Found 

Since its ^tablishment in March 2003, DHS has been faced with assembling 
23 separate federal agencies and organizations with multiple missions and 
cultures into one department This mammoth task involved a variety of 
transformational efforts, one of which is to design and implement the 
necessary management structure and processes for the acquisition of goods 
and service. We reported in March 2005 that DHS had opened 
conununication among its acquisition organizations through its strategic 
sourcing and small business programs, With strategic sourcing, DHS' 
organizations quickly collaborated to leverage spending for various goods 
and services— such as office supplies, boats, energy, and weapons — without 
losing focus on small businesses, thus leveraging its buying power and 
increasing savings. Its small business program, whose reach is felt across 
DHS, is also off to a good start. Representatives have been designated in 
each DHS procurement office to ensure small businesses can compete 
effectively for the agency’s contract dollars. 

We also reported that DHS’ progress in creating a unified acquisition 
organization has been hampered by policy decisions that create ambiguity 
about who is accountable for acquisition decisions. To a great extent, we 
found that the various acquisition organizations within DHS were still 
operating in a disparate manner, with oversight of acquisition activities left 
primarily up to each individual organization. DHS continues to face 
challenges in integrating its acquisition organization. Specifically, dual 
accountability for acquisitions exists between the Chief Procurement Officer 
(CPO) and the heads of each DHS component; a policy decision has 
exempted the Coast Guard and Secret Service from the unified acquisition 
organization; the CPO has insufficient capacity for department-wide 
acquisition oversight; and staffing shortages have led the Office of 
Procurement Operations, which handles a large percentage of DHS’ 
contracting activity, to rely extensively on outside agencies for contracting 
support— often for a fee. We found tliat this office lacked the internal 
controls to provide oversight of this interagency contracting activity, This 
last challenge has begun to be addressed with the hiring of additional 
contracting staff. 

Some of DHS’ organizations have major, complex acquisition programs that 
are subject to a multi-tiered investment review process intended to help 
reduce risk and increase chances for successful outcomes in terms of cost, 
schedule, and performance. While the process includes m^y best practices, 
it does not include two critical management reviews, namely a review to 
help ensure that resources match customer needs and a review to determine 
whether a program’s design performs as expected. Our prior reports on large 
DHS acquisition programs, such as the Transportation Security 
Administration’s Secure Fli^t program and Coast Guard’s Deepwater 
program, highlight the need for improved oversight of contractors and 
adherence to a rigorous management review process. 

I United States Government Accountability Office 
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Mr. Chairman and Members of the Committee: 

Thank you for inviting me here today to discuss the Department of 
Homeland Security’s (DfiB) acquisition organization. Since its 
establishment in March 2003, DHS has been faced with assembling 
23 separate federal agencies and organizations with multiple missions, 
values, and cultures into one cabinet-level department. This mammoth 
task-one of the biggest mergers ever to take place within the federal 
government — involved a variety of transformational efforts, one of which 
is to design and implement the necessary management structure and 
processes for the acquisition of goods and services. 

DHS has some of the most extensive acquisition needs within the U.S. 
government. In fiscal year 2005, the department reported ^at it has 
obligated almost $17,5 bUlion to acquire a wide range of goods and 
services. The DHS acquisitions portfolio is broad and complex. For 
example, it has purchased increasingly sophisticated screening equipment 
for air passenger security; acquired technologies to secure the nation’s 
borders; purchased trailers to meet the housing needs of Hurricane 
Katrina victims; and is upgrading the Coast Guard’s offshore fleet of 
surface and air assets. DHS has been working to integrate the many 
acquisition processes and systems that the disparate agencies and 
organizations brought with them while still addressing ongoing mission 
requirements and emergency situations such as responding to Hurricane 
Katrina. As you know, we designated the establishment of the department 
and its transformation as high risk;* we also pointed out that not 
effectively addressing DHS’ management challenges and program risks 
could have serious consequences for our national security. 

Based on work done for this committee last year,^ today I would like to 
discuss areas where DHS has been successful in promoting collaboration 
among its various organizations and areas where it still faces challenges, 
such as integrating and unifying the acquisition function across the 
department I will also discuss our assessment of the department’s 
progress in unplementing an effective review process for its m^or, 
complex investments, highlighting some recent GAO work related to these 
issues. This testimony is based on GAO reports and testimonies that were 


‘ GAO, H^h-Risk Series: An Update, GAO-03-119 (Washington, D.C.; Janujury 2003). 

^ GAO, Homelavd Security: Successes and Challenges in DHS's Ejjort's to Create an 
Effective Acquisition Organization, GAO-05-179, (Washington, D.C.; Mar. 29, 2005), 
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done in accordance with generally accepted government auditing 
stand^s. 


Summary 


Designing and implementing the necessary management structure and 
processes for the acquisition of goods and services for 23 separate federal 
agencies and organizations, with multiple missions and cultures, has been 
a mammoth task for DHS and, while it has had some success, there are 
many challenges remaining. DHS has opened communication among its 
acquisition organizations through its strategic sourcing and small business 
programs. DHS’ organizations quickly collaborated to leverage spending 
for various goods and services without losing focus on small businesses, 
thus levering its buying power and increasing savings. 

We reported in March 2005 that DHS’ efforts to create a unified, 
accountable acquisition organization have been hampered by policies that 
create ambiguity as to who is accountable for acquisition decisions. 
Further, we found that, to a great extent, the various acquisition 
organizations within the department are still operating in a disparate 
manner, with oversight of acquisition activities left primarily up to each 
individual organiz^ion. DHS continues to face challenges in creating a 
more effective acquisition organization. For example: 

A policy directive intended to integrate the acquisition function relies on a 
system of dual accountability for acquisitions between the Chief 
Procurement Officer (CPO) and the heads of each DHS component. This 
directive does not apply to the U.S. Coast Guard and the Secret Service, 
which is likely to hinder the formation of a unified acquisition 
organization. 

Although the CPO has issued guidance providing a framework for 
acquisition oversight, implementation of the oversight program has been 
limited due to insufficient staffing in the CPO’s office. 

Staffing shortages in the Office of Procurement Operations, which handles 
a signific^t portion of DHS’ contracting activity — over $4 billion last 
year — have led this office to rely heavily on outside agencies for 
contracting support, often for a fee. The office did not have adequate 
internal controls in place to effectively oversee this interagency 
contracting. Due to the challenges associated with interagency contracts, 
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we recently designated interagency contracting as a government-wide high 
risk area® 


To protect its m^or, complex investments, DHS has put in place an 
investment review process that adopts many best practices — ^liiat is, 
proven methods, processes, techniques, and activities — to help the 
department redu«i risk and increase the chances for successM 
acquisition outcomes. However the process does not include two critical 
management reviews that would help ensure that (1) resources match 
customer needs prior to beginning a major acquisition and (2) program 
designs perform as expected before moving to production. We also found 
that some critical information is not addressed in DHS’ investment review 
policy or the guidance provided to program managers. For example, 
before a program is approved to begin, DHS does not require that cost and 
schedule estimates be established for the acquisition based on knowledge 
from preliminary designs. The review process also does not fully address 
how program managers are to conduct effective contractor tracking and 
oversight. Our prior reports on large DHS acquisition programs, such as 
the Transportation Security Administration’s (TSA) Secure Flight program 
and the U.S. Coast Guard’s Deepwater program, have highlighted the need 
for improved oversight of contractors and a management review that 
provides decision makers with critical information at the right time. 


Early Initiatives to 
Leverage Buying 
Power and Small 
Business Programs 
Fostered 

Collaboration Among 
DHS Organizations 


In the three years since its creation, DHS realized some successes among 
its various acquisition organizations in opening communication through its 
strategic sourcing and small business programs. Both efforts have involved 
every principal organization in DHS, along with strong involvement from 
the CPO, and both have yielded positive results. DHS’ disparate acquisition 
organizations quickly collaborated on leveraging spending for various 
goods and services, without losing focus on small businesses. Tliis use of 
strategic sourcing — formulating purchasing strategies to meet 
departmentwide requirements for specific commodities, such as office 
supplies, boats, energy, and weapons — helped DHS leverage its buying 
power, with savings expected to grow. At the time of our March 2005 
review, DHS had reported approximately $14 million in savings across the 
department. We also found that the small business program, whose reach 
is felt across DHS, was off to a good start. In fiscal year 2004, DHS 
reported that 35 percent of its prime contract doDars went to small 
businesses, exceeding its goal of 23 percent. Representatives have been 


® GAO, High Risk Series: An Update, GAO-06-207 (Washington, D.C.: January 2005). 
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designated in each DHS procurement office to help ensure that small 
businesses have opportunities to compete for DHS’ contract dollars. 


However, some officials responsible for carrying out strategic sourcing 
initiative have found it challenging to balance those duties with the 
demands and responsibilities of their full-time positions within DHS. 
Officials told m that strategic sourcing meetings and activities sometimes 
stall because participants must shift attention to their ftill-time positions. 
Our prior wori< on strategic sourcing shows that leading commercial 
compani^ often establish full-time commodity managers to more 
effectively manage commodities. Commodity managers help define 
requirements with internal clients, negotiate with potential vendors, and 
resolve performance or other issues arising after a contract is awarded 
and can help maintain consistency, stability, and a long-term strategic 
focus. 


DHS Faces Key 
Challenges In 
Creating An 
Integrated Acquisition 
Organization 


DHS continues to faces challenges in creating a unified, accountable 
acquisition organization due to policies that create ambiguity as to 
account^ility for acquisition decisions, inadequate staffing to conduct 
department-wide oversight, and heavy reliance on interagency contracting 
in the Office of Procurement Operations, which is responsible for a large 
portion of DHS’ contracting activity. 


Policy Directive Relies on 
Dual Accountability and 
Exempts Coast Guard and 
Secret Service 


Achieving a unified and integrated acquisition system is hampered because 
an October 2004 policy directive relies on a system of dual accountability 
between the CPO and the heads of the department’s principal 
organizations. Although the CPO has been delegated the responsibility to 
manage, administer, and oversee all acquisition activity across DHS, in 
practice, performance of these activities is spread throughout the 
department, reducing accountability for acquisition decisions. 


This system of dual accountability results in unclear working relationships 
between the CPO and heads of DHS' principal organizations. For example, 
the policy leaves unclear how the CPO and the director of Immigration 
and Customs Enforcement are to share responsibility for recruiting and 
selecting key acquisition officials, preparing performance ratings for the 
top manager of the contracting office, and providing appropriate resources 
to support CPO initiatives. 
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The policy also leaves unclear what enforcement authority the CPO has to 
ensure that initiatives are carried out because heads of principal 
organizations are only required to “consider” the allocation of resources to 
meet procurement staffing levels in accordance with the CPO’s analysis. 
Agreements had not been developed on how the resources to train, 
develop, and certily acquisition professionals in the principal 
organizations would be identified or funded. 

While die October 2004 policy directive emphasizes the need for a unified, 
integrated acquisition organization, achievement of this goal is further 
hampered because the directive does not apply to the U.S. Coast Guard 
and U.S. Secret Service. The Coast Guard is one of the largest 
organizations within DHS, with obligations accounting for about $2.2 
billion in fiscal year 2005, nearly 18 percent of the department’s total. The 
directive maintains that these two organizations are exempted from the 
directive by statute. We disagreed with this conclusion, as we are not 
aware of any explicit statutory exemption that would prevent the 
application of the DHS acquisition directive to either organization. We 
raised the question of statutory exemption with the DHS General Counsel, 
who shared our assessment concerning the explicit statutory exemptions. 
He viewed the applicability of the management directive as a policy 
matter. 


Chief Procurement DHS’ goal of achieving a unified, integrated acquisition organization is in 

Officer’s Staffing for dependent on its ability to provide effective oversight of component 

Oversight Is Insufficient activities. We reported in March 2005 that the CPO lacked sufficient staff 
to ensure compliance with DHS’ acquisition oversight regulations and 
policies. To a great extent, the various acquisition organizations within the 
department were still operating in a disparate manner, with oversight of 
acquisition activities left primarily up to each individual organization. In 
Decentber 2005, DHS implemented a department wide management 
directive that establishes policies and procedures for acquisition oversight. 
The CPO has issued guidance providing a fi-amework for the oversight 
program and, according to DHS officials, as of May 2006, five staff were 
assigned to oversight responsibilities. We have ongoing work in this area 
and will be reporting on the department’s progress in the near future. 


Page 5 


GAO-O6-10I2T 



57 


The challenge DHS faces overseeing its various components’ contracting 
activities is significant For example, in May 2004^ we reported that TSA 
had not developed an acquisition infrastructure, including organization, 
policies, people, and information that would facilitate successful 
management and execution of its acquisition activities. The development 
of those areas could help ensure that TSA acquires quality goods and 
services at reasonable prices, and makes informed decisions about 
acquisition strategy. 


Office of Procurement 
Operations’ Heavy Use of 
Interagency Agreements 


To support the DHS organizations that lacked their own procurement 
support, the department created the Office of Procurement Operations. In 
2005, we found that, because this office lacked sufficient contracting staff, 
it had turned extensively to inter^ency contracting to fulfill its 
responsibilities. At the time of our review, we found that this office had 
transferred almost 90 percent of its obligations to other federal agencies 
through interagency agreements in fiscal year 2004. For example, DHS had 
transferred $12 million to the Department of the Interior’s National 
Business Center to obtain contractor operations and maintenance services 
at the Plum Island Animal Disease Center. Interior charged DHS $62,000 
for this assistance. 


We found that the Office of Procurement Operations lacked adequate 
internal controls to provide oversight of its interagency contracting 
activity. For example, it did not track the fees it was paying to other 
agencies for contracting assistance. Since our report was issued, the office 
has added staff and somewhat reduced its reliance on interagency 
contracting. Recently, DHS officials told us that the office has increased its 
staffing level from 42 to 120 employees, with plans to hire additional staff. 
As reported by DHS, the Office of Procurement Operations’ obligations 
transferred to other agencies had decreased to 72 percent in fiscal year 
2005. 


* GAO, Tra?isporUUion Security Administralion; High-Level Attention Needed to 
Strengthen Acquisition Fiinction, GAO-04-544 (Washington, D.C,; May 28, 2004). 
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To protect its msyor, complex investments, DHS has put in place a review 
proc.ess that adopts maty ^xjuisition best practices — ^proven methods, 
processes, techniques, and activities— to help the department reduce risk 
and increase the choices for successful investment outcomes in terms of 
cost, schedule, ^d performance. One best practice is a knowledge-based 
approach to developing new products and technologies pioneered by 
successful commercial companies, which emphasizes that program 
manageis need to provide sufficient knowledge about important ^pects of 
their programs at key points in the acquisition process, so senior leaders 
are able to make well-informed investment decisions before an acquisition 
moves forward. 

While DHS’ framework includes key tenets of this approach, in March 2005 
we reported that it did not require two critical management reviews. The 
first would help ensure that resources match customer needs before any 
funds are invested. The second would help ensure that the design for the 
product performs as expected prior to moving into production. We also 
found that some critical information is not addressed in DHS’ investment 
review policy or the guidance provided to program managers. In other 
cases, it is made optional. For example, before a program is approved to 
start, DHS policy requires program managers to identify an acquisition’s 
key performance requirements and to have technical solutions in place. 
This information is then used to form cost and schedule estimates for the 
product’s development to ensure that a match exists between 
requirements and resources. However, DHS policy does not establish cost 
aiid schedule estimates for the acquisition based on knowledge from 
preliminary designs. Further, while DHS policy requires program 
managers to identify and resolve critical operational issues before 
proceeding to production, initial reviews — such as the system and 
subsystem review — are not mandatory. 

In addition, while the review process adopts other important acquisition 
management practices, such as requiring program managers to submit 
acquisition plans and project management plans, a key practice — 
contractor tracking and oversight— is not fully incorporated. We have 
cited the need for increased contractor tracking and oversight for several 
large DHS programs. While many of DHS’ major investments use 
commercial, off-the-shelf products that do not require the same level of 
review as a complex, developmental investment would, DHS is investing in 
a number of m^or. complex systems, such as TSA’s Secure Flight program 
and the Coast Guard’s Deepwater program, that incorporate new 
technology. Our work on these two systems highlights the need for 


Review Process for 
M^or Investments, 
Despite Use of Best 
Practices, Was 
Inconsistent and 
Lacked Some 
Management Controls 
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improved oversight of contractors and greater adherence to a best 
practices approach to management review. Two examples follow. 

We reported in February 2006® that TSA, in developing and managing its 
Secure Flight program, had not conducted critical activities in accordance 
with best practice for large scale information technology programs. 
Program officials stated that they used a rapid development method that 
was intended to enable them to develop the program more quickly. 
However, as a result of this approach, the development process has been 
ad hoc, with project activities conducted out of sequence. TSA officials 
have acknowledged that they have not followed a disciplined life cycle 
approach in developing Secure Flight, and stated that they are currently 
rebaselining the program to follow their standard systems development 
life cycle process, including defining system requirements. TSA officials 
also told us they are taking steps to strengthen contractor oversight for the 
Secure Flight program. For example, the program is using one of TSA's 
support contractors to help track contractors’ progress in the areas of 
cost, schedule, and performance and the number of TSA staff with 
oversight responsibilities for Secure Flight contracts has been increased. 
TSA reports it has identified contract management as a key risk factor 
associated with the development and implementation of Secure Flight. 

The Coast Guard’s ability to meet its responsibilities depends on the 
capability of its deepwater fleet, which consists of aircraft and vessels of 
various sizes and capabilities. In 2002, the Coast Guard began a m^or 
acquisition program to replace or modernize these assets, known as the 
Deepwater program. Deepwater is currently estimated to cost $24 billion. 
We have reported* that the Coast Guard’s acquisition strategy of relying on 
a prime contractor (“system integrator") to identify and deliver the assets 
needed carries substantial risks. We found that well into the contract’s 
second year, key components for managing the program and overseeing 
the system integrator’s performance had not been effectively 
implemented. As we recently observed, the Coast Guard has made 
progress in addressing our recommendations, but there are aspects of the 
Deepwater program that will require continued attention. The program 
continues to face a degree of underlying risk, in part because of the 


® GAO-05-356 and GAa06^74T. 

® GAO, Coast Guard: Changes to Deepwater Plan Appear Sound, and Program 
Management Has Improved, bxU Continued Monitoring Is Warranted, GAO-06-546 
(Wasliington, D.C.: Apr. 28, 2006; Contract Management: Coast Giuxrd’s Deepwalsr 
Program Needs Increased Attention to Management and Contractor 
Oversight. GAO-04-380 (Washington, D.C.: Mar. 9, 2004). 
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unique, system-of-^^ms approach with the contractor acting as overall 
integrator, and in part because it is so heavily tied to precise year-to year 
funding requirements over the next two decades. Further, a project of this 
magnitude will iikdy continue to experience other concerns and 
challenges beyond those that have emerged so far. It will be important for 
Coast Guard managers to carefully monitor contractor performance and to 
continue addressing program management concerns as they arise. 

In closing, I believe that DHS has taken strides toward putting in place an 
acquisition organization that contains many promising elements. 

How'ever, the steps taken so far are not enough to ensure that the 
department is effectively managing the acquisition of the multitude of 
goods and services it needs to meet its mission. More needs to be done to 
fully integrate the department’s acquisition function, to pave the way for 
the CPO’s responsibilities to be effectively carried out in a modern-day 
acquisition organization, and to put in place the strong internal controls 
needed to manage interagency contracting activity and large, complex 
investments. DHS’ top leaders must continue to address these challenges 
to ensure that the department is not at risk of continuing to exist with a 
fragmented acquisition organization that provides stopgap, ad hoc 
solutions. DHS and its components, while operating in a challenging 
environment, must have in place sound acquisition plans and processes to 
make and communicate good business decisions, as well as a capable 
acquisition workforce to assure that the government receives good value 
for the money spent 


Mr. Chairman, this concludes my statement. I would be happy to respond 
to any questions you or other Members of the Committee may have at this 
time. For further information regarding this testimony, please contact 
Michael Sullivan at (202) 512-4841 or sullivanin@gao.gov. 
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GAO’s Mission 

The Government Accountability Office, the audit, evaluation and 
investigative arm of Congress, exists to support Congress in meeting its 
constitutional responsibilities and to help improve the performance and 
accountability of the federal government for the American people. GAO 
examines the use of public funds; evaluates federal programs and policies; 
and provides analj^^, recommendations, and other assistance to help 
Congress make informed oversight, policy, and funding decisions. GAO's 
commitment to good government is reflected in its core values of 
accountability, integrity, and reliability. 

Obtaining Copies of 
GAO Reports and 
Testimony 

The fastest and easiest way to obtain copies of GAO documents at no cost 
is through GAO’s Web site (www.gao.gov). Each weekday, GAO posts 
newly released reports, testimony, and correspondence on its Web site. To 
have GAO e-mail you a list of newly posted products every afternoon, go 
to www.gao.gov and select “Subscribe to Updates.” 

Order by Mail or Phone 

The first copy of each printed report is free. Additional copies are $2 each. 

A check or money order should be made out to the Superintendent of 
Documents. GAO also accepts VISA and Mastercard. Orders for 100 or 
more copies mailed to a single address are discounted 25 percent. Orders 
should be sent to: 

U.S. Government Accountabiii^ Office 

441 G Street NW, Room LM 

Washington, D.C. 20548 

To order by Phone: Voice: (202)512-6000 

TDD: (202) 512-2537 

Fax: (202) 512-6061 
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Web site: www.gao.gov/fraudneb'fraudnet.htm 
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Chairman Tom Davis. Thank you very much. 

Mr. Zavada, thank you for being with us. 

STATEMENT OF DAVID M. ZAVADA 

Mr. Zavada. Thank you. Good morning, Mr. Chairman, Ranking 
Member Waxman and members of the committee. Thank you for 
inviting me to testify before this committee today on DHS acquisi- 
tions. 

We have reported acquisition management as a major manage- 
ment challenge for the Department of Homeland Security. DHS 
must have an acquisition management infrastructure in place that 
allows it to effectively oversee the complex and large dollar pro- 
curement critically important to achieving the Department’s mis- 
sion. We have also completed a number of reports in this area. I 
will focus my comments today on some common themes that have 
emerged from our work. 

Acquisition management is not just the wording of a contract, 
but an entire process that begins with identifying a mission need 
and developing a strategy to fulfill that need through a thoughtful 
and balanced approach that considers cost, schedule and perform- 
ance. The Department must develop a cadre of skilled program and 
acquisition personnel, as well as robust business practices and in- 
formation systems to effectively meet DHS’s schedule demands and 
complex program objectives. 

Expediting program schedules and contract awards necessarily 
limits time available for adequate procurement planning and devel- 
oping of technical requirements, acceptance criteria and perform- 
ance measures. The urgency and complexity of the Department’s 
mission, coupled with the Department’s current program of pro- 
curement management capabilities, creates an environment in 
which many programs have undertaken high-risk acquisitions. 
Common patterns that we have seen in our reviews are the domi- 
nant influence of meeting an accelerated schedule, poorly defined 
requirements and inadequate oversight. This can lead to higher 
costs, schedule delays and systems that do not meet mission objec- 
tives. 

DHS is beginning to improve its acquisition management capa- 
bility. In a 30 day acquisition management assessment we com- 
pleted for Secretary Chertoff in 2005, we made recommendations to 
DHS to expand procurement and ethics training, create and staff 
an organization to develop program management policies and pro- 
cedures, and ensure sufficient procurement staff in the Bureau and 
at the Department level. DHS has concurred with each of these 
recommendations and has taken steps to implement them. 

The urgency and complexity of the Department’s mission will 
continue to demand rapid pursuit of major investment programs. 
While DHS continues to build its acquisition management capabili- 
ties, the business of DHS goes on and major procurement continue 
to move forward. One of those major procurement is SBInet. 

Our review of SBInet is underway, but based upon our past 
work, we believe CBP faces some tremendous challenges and risks 
in pursuit of SBInet. These challenges and risks include one, an ex- 
pedited time. The Department has set a tight deadline of Septem- 
ber 2006, requiring CBP to press hard to meet the deadline while 
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mitigating risks and avoiding mistakes. To mitigate these risks, 
CBP must have an institutional capacity to plan and implement a 
new program, administer this complex contract and establish cost, 
schedule and performance controls. 

Second, defining operational or contract requirements. High-risk 
acquisition strategies call for mitigators and controls. The use of a 
statement of objectives type of contract is made risky by broadly 
defined performance requirements and limited program manage- 
ment capabilities. Translating the Border Patrol’s operational re- 
quirements effectively into contract requirement entails thoroughly 
identifying the problems with status quo border control, commu- 
nicating that problem to industry, negotiating a best value solution 
and applying measures of performance and effectiveness to gauge 
success. 

Third, building an organizational oversight capacity. Building a 
program office entails not only recruiting and contracting for quali- 
fied acquisition managers and technical experts, but also establish- 
ing robust business processes. The SBInet acquisition strategy calls 
for scoping a series of task orders over a number of years, entailing 
vigilant contract administration. 

Acquisition management will continue to be a priority area for 
the OIG. We plan a proactive approach to identify the risks that 
we see and provide recommendations to help the Department avoid 
wasteful spending and obtain the right equipment and services to 
achieve DHS’s mission. 

Mr. Chairman, this concludes my prepared remarks. I would be 
happy to answer any questions. 

[The prepared statement of Mr. Zavada follows:] 
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Good morning Chairman Davis, Ranking Member Waxman, and Members of the 
Committee. 

I am David M. Zavada, Assistant Inspector General for Audits of the Office of 
Inspector General (OIG) for the Department of Homeland Security. Thank you 
for the opportunity to discuss OIG work related to DHS acquisitions and common 
themes that have emerged from our work. 

Office of Inspector General Partnerships 

The Office of Inspector General partners with the Secretary of Homeland Security 
and Congress to ensure that the Department accomplishes its mission in the most 
effective, efficient, and economical manner. We provide independent, objective 
mformation and analysis to identify issues and opportunities for cost-effective 
improvements. We share with the Chief Procurement Officer a vision of a world- 
class acquisition function that delivers the best value products and services to 
support the critical mission of DHS. Acquisition management is a high-priority 
area for our office - it is an area where we will have an ongoing and proactive 
presence. 

In the area of acquisition management, one of our oversight partners is the 
Defense Contract Audit Agency (DCAA). DCAA’s pre-award surveys and post- 
award incurred cost audits complement the audit and review work that we and the 
Government Accountability Office (GAO) perform. Just as the possibility of an 
IRS audit increases voluntary compliance with the tax code, the possibility of a 
DCAA audit serves as an integral part of the internal control structure surrounding 
the acquisition management function. 

Acquisition Management is a Major Challenge for DHS 

We have identified a number of issues related to the challenge of building an 
effective acquisition management infrastructure for the significant level of 
contracting activities in the Department. DHS must have an acquisition 
management infrastructure in place that allows it to oversee effectively the 
complex and large dollar procurements critically important to achieving the 
Department’s mission. Acquisition management is not Just awarding a contract, 
but an entire process that begins with identifying a mission need and developing a 
strategy to fulfill that need through a thoughtful and balanced approach that 
considers cost, schedule, and performance. 
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OIG Review of Program and Procurement Management 

In 2005, Homeland Security Secretary Chertoff asked us to assess DHS’s program 
and procurement management operations and report back to him within 30 days. 

In that short time, we identified significant risks and vulnerabilities that might 
threaten the integrity of those operations. We reported a general need for more 
comprehensive acquisition guidance and oversi^t*. The vulnerabilities we 
described fall into three general categories; adherence to ethical conduct, program 
management, and procurement management. 

Ethical Conduct 

In the area of ethical conduct, we reported that senior program managers and 
procurement officials would benefit from expanded training and guidance on their 
procurement ethics responsibilities. DHS’s many partnership arrangements with 
the private sector suggest that the minimal initial and annual government ethics 
training DHS requires may be insufficient. 

Program Management 

Effective program management is essential to obtaining the right equipment and 
systems to accomplish the DHS mission. Complex and high dollar contracts 
require multiple program managers often with varying types of expertise. Several 
DHS procurements have encountered problems because contract technical and 
performance requirements were not well defined. We identified the need for 
more certified program managers; department-wide standards for program 
management; a strengthened investment review board process to provide greater 
independent analysis and review; better defined technical requirements; and, a 
more balanced approach to schedule, cost and performance when expediting 
contracts. Across the department, the number of acquisition program managers 
ranged fi’om one to 62, but only 22 percent of the program managers had achieved 
appropriate certification, and only the Transportation Security Administration 
(TSA) and the U.S. Coast Guard (USCG) had more than two qualified program 
managers, while the Secret Service and Federal Emergency Management Agency 
(FEMA) had none. 


‘ DHS OIG, Department of Homeland Security 's Procurement and Program Management 
Operations, Office of Audits, OIG-05-53, September 2005. 
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Procurement Management 

We identified a number of issues related to the management capabilities of DHS 
procurement offices. Integrating its many separate components into a single, 
effective, efficient, and economical department remains one of DHS's biggest 
challenges. Today’s DHS procurement function reflects the legacy DHS inherited 
from the 22 previously independent or departmental agencies that became the 
Department of Homeland Security. 

In their transition into DHS, seven agencies retained their procurement functions, 
including USCG, FEMA and TSA. The expertise and capability of the seven 
procurement offices mirrors the expertise and capability they had before creation 
of the department. This capability ranged from 21 to 346 procurement personnel. 

DHS established an eighth acquisition office, the Office of Procurement 
Operations (OPO), under the direct supervision of the Office of the Chief 
Procurement Officer (OCPO), to service the other DHS components and manage 
department-wide procurements. Many DHS procurement offices reported that 
their lack of staffing prevents proper procurement planning and severely limits 
their ability to monitor contractor performance and conduct effective contract 
administration. 

A second issue we identified in this area relates to OCPO oversight within the 
department. In addition to actually awarding contracts, the OCPO is tasked to 
provide procurement oversight to help DHS components ensure adherence to 
standards of conduct and federal acquisition regulations in their award and 
administration of contracts. This oversight role involves developing department- 
wide procurement policies and procedures and enforcing those policies and 
procedures through active awareness of ongoing procurement actions. 

Both our office and GAO have reported that the OCPO needs more staff and 
authority to effectively carry out its general oversight responsibilities.^ GAO 
reported in 2005 that OCPO had only two people to oversee the eight 
procurement offices, which handled nearly $10 billion in procurement activity 
during fiscal year 2004.^ GAO recommended that DHS provide OCPO with 
sufficient resources and enforcement authority to enable effective department- 


^ DHS OIG, Major Management Challenges Facing the Department of Homeland Security 
(Excerpts from the FY 2005 DHS Performance and Accountability Report), Office of Audits, OIG- 
06-14, December 2005 

’ GAO, Homeland Security Successes and Challenges in DHS’s Efforts to Create an Effective 
Acquisition Organizatign, GAO-05-179, March 2005, at page 15. 
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wide oversight of acquisition policies and procedures. We made a similar 
recommendation. 

Expedited Schedules and Poorly Defined Requirements 

We have conducted audits and reviews of a number of individual DHS contracts, 
such as TSA’s screener recruiting, TSA’s information technology services, and 
CBP’s Integrated Surveillance Intelligence System. Common themes and risks 
emerged from these audits, primarily the dominant influence of expediency, 
poorly defined requirements and inadequate oversight. 

Little disagreement exists about the need for our nation to protect itself 
immediately against the range of threats, both natural and manmade, that we face. 
At the same time, the urgency and complexity of the Department’s mission create 
an environment in which many programs have acquisitions with a high risk of 
cost overruns, mismanagement or failure. 

The Department’s lack of institutional capacity for managing such risks is a 
common theme in the audits we have conducted. The Department lacks a cadre 
of skilled program and acquisition management persoimel, as well as robust 
business processes, and information systems, to meet quickly and effectively 
DHS’s urgent schedule demands and complex program objectives. 

Programs developed at top speed sometimes overlook key issues during program 
plaiming and development of mission requirements. Also, an over-emphasis on 
expedient contract awards may hinder competition, which frequently results in 
increased costs. Finally, expediting program schedules and contract awards 
necessarily limits time available for adequate procurement planning and 
development of technical requirements, acceptance criteria, and performance, 
measures. This can lead to higher costs, schedule delays, and systems that do not 
meet mission objectives. 

TSA Hiring of Airport Security Screeners 

TSA faced particular performance specification, scheduling, and cost growth 
challenges in administering the NCS Pearson contract for hiring airport security 
screeners.'* TSA had not finalized screener staffing requirements prior to the 
contract solicitation. Within a month of awarding the contract, TSA significantly 
changed the scope of the contract. Rather than use NCS Pearson’s existing 

^ DHS-OIG, Review of the Transportation Security Administration's Management Controls Over 
the Screener Recruitment Program, OIG-06-1 8, December 2005. 
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assessment centers, TSA directed the contractor to establish about 150 temporary 
assessment centers. 

The establishment of temporary assessment centers; delays and revisions in 
issuance of the airport federalization schedule and staffing requirements, 
including the requirement for a ready pool of approved applicants beyond those 
initially hired; and, higher than expected applicant rejection rates significantly 
increased NCS Pearson’s costs to establish and operate the assessment centers. 

By the contract’s end, NCS Pearson had assessed more than nine times the 
number of screeners originally estimated in less than half the time originally 
allotted. Consequently, the increased candidate volume increased the size of 
assessment centers needed and the length of time those centers had to be 
available. These factors contributed to increasing contract costs from the original 
estimate of $104 million to a final settlement amount of $741 million. 

TSA Acquisition of Information Technology 

Another example of where an expedited schedule led to DHS acquisition 
deficiencies is TSA’s information technology managed services contract with 
Unisys.^ In 2002, TSA started the rollout of security operations at airports under 
congressionally mandated short timeframes with significant budget constraints. 

To quickly establish an information technology and telecommunication 
infrastructure needed to support its employees at headquarters and airport 
locations across the United States, TSA awarded a $1 billion contract to Unisys 
using a broad statement of objectives to describe the requirements. At the time, 
the TSA Office of Information Technology (OIT) and Contracting Office had 
small staffs overseeing numerous high value acquisitions, including the Unisys 
contract. 

By the beginmng of fiscal year 2006, TSA had spent most of the contract ceiling, 
83 percent, without receiving many of the contract deliverables critical to airport 
security and communications. OIT issued numerous requests for specific tasks 
and deliverables, but did not always ensure that technical proposals included all of 
the required contracting elements such as statements of work with delivery due 
dates and acceptance criteria. TSA did not have adequate performance measures 
on the Unisys contract two years into the contract. Performance measures have 
evolved and improved over the life of the contract through TSA’s efforts to 
improve them, but performance measures were limited to a small portion of 


’ DHS-OIG, Transportation Security Administration's Information Technology Managed Services 
Contract, OIG-06-23, February 2006. 
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contract work and were added too late in the contract cycle to be effective in 
assessing the contractor’s performance. 

FEMA ’s Award of Post-Katrina Contracts 

We also reviewed contracts awarded in the aftermath of Hurricane Katrina. 
FEMA’s core mission is to respond to emergencies and procure emergency 
supplies and equipment. Therefore, planning for these types of procurements 
would be sound business practice. Because of the unpredictable nature of 
emergency operations, such planning cannot always be used to select^Specific 
sources in advance of a disaster. However, our review of post-Katrina major 
contract awards foimd that: 

FEMA scrambled to purchase supplies, commodities, equipment and other 
resources to support emergency and disaster response efforts from nmnerous 
vendors because requirement planning prior to Katrina was inadequate; 

Call or standby contracts with pre-negotiated prices, quantities, terms and 
conditions, and specifications could have greatly facilitated post disaster 
procurement operations, but were not implemented; 

In many instances, the government did not pay a reasonable price for its 
purchases, because competition was limited; and. 

The government’s contract oversight and monitoring was inadequate, resulting in 
cost and price variations. 

DHS Begins to Improve its Acquisition Management Capacity 

In our 30-day assessment for Secretary Chertoff, we recommended that DHS 
(1) require expanded procurement ethics training for senior program and 
prociuement officials; (2) monitor departmental procurement activities for 
potential standards of conduct violations; (3) create and staff a DHS organization 
to develop program management policies and procedures; provide independent 
technical support and share best practices; (4) optimize procurement organization 
resources across DHS; and, (5) provide OCPO vvdth sufficient staff and resources 
to effectively oversee DHS procurement operations. 

DHS concurred with each of these recommendations. To a great extent, the Chief 
Procurement Officer’s agenda reflects the issues in our report. Specifically, the 
OCPO is developing a training class on procurement ethics for senior program 
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and procurement officials that is emphasizing real examples of procurement fraud 
in addition to teaching applicable regulations. The OCPO’s December 2005 
management directive on acquisition oversight increases the Department’s ability 
to monitor procurement activities for standards of conduct violations. 

In May 2004, DHS instituted a program management certification process that 
requires increasing levels of certification based on training and experience. A 
higher-level certification is required to manage higher dollar value programs. For 
example, Level I certification is required for programs with aimual costs ranging 
from $5 million to $50 million or life-cycle costs ranging from $20 million to 
$100 million. Level III certification is required for programs with annual costs 
exceeding $100 million or life-cycle costs exceeding $200 milli on 

In December 2005, the Office of the Chief Procurement Officer issued a DHS 
management directive on acquisition oversight and is hiring additional staff to 
oversee the acquisition offices. 

Risks Related to Major Acquisitions Underway 

The urgency and complexity of the Department’s mission will continue to 
demand rapid pursuit of major investment programs. While DHS continues to 
build its acquisition management capabilities in the component agencies and on 
the department- wide level, the business of DHS goes on and major procurements 
continue to move forward. One of these major procurements is SBInet. 

On November 2, 2005, the Department announced a multi-year strategy to secure 
America’s borders and reduce illegal immigration, called the Secure Border 
Initiative (SBI). We are paying close attention to SBI procurements due to their 
size and scope and issues raised in our previous audits related to similar programs. 
We see risks and vulnerabilities similar to those identified in previous OIG audits 
and reviews. 

SBInet Procurement Risks 

The Department issued a request for proposal to select a system integrator for 
SBInet using an indefinite quantity/indefinite delivery perfoimance-based 
acquisition strategy. Requirements are described in a broad statement of 
objectives to the bidders, providing the flexibility for them to propose innovative 
solutions. It remains to be seen whether the proposed solutions frilly address the 
Border Patrol’s needs, what measures of performance and effectiveness can be 
applied to the contract, how soon the program can be implemented, and what a 
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reliable estimate of the program’s cost would be. We anticipate scrutinizing the 
program’s performance management plan, acquisition program baseline, 
schedules, cost controls, and cost estimates when they are prepared. We will also 
assess the effect on the program and its costs as CBP’s operational requirements 
are set and adjusted after award. 

In general, based upon our past audit work and experience with large acquisition 
programs, we believe that CBP faces some tremendous challenges and risks in 
pursuit of SBInet. These challenges and risks inelude: 

An Expedited Timeline 

The Department has set a tight deadline of September 2006, requiring CBP to 
press hard to meet tight deadlines while mitigating risks and avoiding mistakes. 
To mitigate these risks, CBP needs an institutional capacity, including a cadre of 
acquisition management personnel and robust business processes, to accomplish 
the tasks needed to set-up and implement a new program, administer the contract, 
and establish cost, schedule, and performance controls. 

Building an Organizational Oversight Capability 

Building a program management office entails not only recruiting and contracting 
for qualified acquisition managers and technical experts, but also establishing 
robust business processes, The SBInet acquisition strategy calls for scoping a 
series of task orders over a number of years; therefore, entailing not only vigilant 
contract administration but also continuing program decisions, systems 
engineering efforts, and business case analyses, all of which necessitate a 
substantial program management office capability. 

Defining Operational and Contract Requirements 

The department has adopted a high-risk acquisition strategy for SBInet that 
underscores the need for risk mitigation and controls. The use of a statement of 
objectives type of contract is made high-risk by broadly defined performance 
requirements. Translating the Border Patrol’s operational requirements 
effectively into contract requirements entails thoroughly identifying the problems 
with status quo border control, communicating the problem to industry, 
negotiating a best value solution, and, applying measures of performance and 
effectiveness to gauge success. A broadly defined statement of objectives 
approach coupled with undefined requirements leaves programs vulnerable to 
failure and cost overruns. 
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Acquisition Management a Priority Area for the OIG 

We are currently developing our work plan for fiscal year 2007. Depending on 
available resources, we expect the plan to include audits and reviews that will 
examine crosscutting acquisition issues, in addition to individual programs and 
contracts. Acquisition management is a priority area for OIG and an area where 
we plan a proactive approach to identify the risks we see to avoid wasteful 
spending and obtain fee right equipment and services to achieve DHS’s mission. 

We intend to initiate a review of fee Department’s use of sole source contracts. 
DHS’s current advance acquisition plan lists eight non-competitive procurements 
valued at more than $10 million each. Non-competitive procurements require 
justification and additional management controls to ensure feat fee procurements 
are in fee best interest of fee government and provide taxpayers fee best value. 
Additionally, we plan a series of projects on Deepwater, SBI, and other major 
acquisitions. We look forward to conducting these projects and providing fee 
results to Congress and fee Secretary. 

Mr. Chauman, this concludes my prepared remarks. I would be happy to answer 
any questions that you or fee Committee Members may have. 
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Chairman Tom Davis. Thank you very much. 

Ms. Duke, thank you for being with us. 

STATEMENT OF ELAINE C. DUKE 

Ms. Duke. Good morning Chairman Davis, Ranking Member 
Waxman and members of the committee. Thank you for the oppor- 
tunity to appear before you to discuss the Department of Homeland 
Security acquisition program. 

I am a career executive and have spent my 23 years of public 
service as an acquisition professional. On January 31, 2006, I was 
selected as the Department’s Chief Procurement Officer. 

Accompanying me today are Mr. John Ely and Mr. Rick Gunder- 
son. Mr. Ely is the Executive Director of Procurement for Customs 
and Border Protection. Mr. Gunderson is the Assistant Adminis- 
trator for Acquisition for the Transportation Security Administra- 
tion. 

My two main priorities as the DHS Chief Procurement are to: 
No. 1, build the DHS acquisition work force; and No. 2, enhance 
acquisition planning. These priorities, detailed in my written testi- 
mony, are designed to mitigate the challenges the Department 
faces due to significant increases in contract spending, shortages of 
acquisition personnel and mission urgency driving aggressive 
schedules. 

Since our establishment in 2003, the Department has seen sig- 
nificant growth in its acquisition program. In less than 3 years, the 
Department has grown from $6.7 billion to over $17 billion in obli- 
gated contract dollars in fiscal year 2005, with 66,000 contract ac- 
tions with 15,000 prime contractors. 

The Chief Procurement Officer has initiated staffing solutions to 
resolve personnel shortages and build in-house capacity to handle 
contracting actions. Balancing the appropriate number of DHS con- 
tracting staff with the growth of the contracting requirements has 
been a challenge. My office has taken the lead department-wide to 
create a centralized recruiting system for contracting personnel 
within DHS components and enhance the DHS Acquisition Fellows 
program, targeting recruitment efforts to recent college graduates. 

As a new department, it has been a challenge to grow DHS, since 
our mission requires the infrastructure to be built while simulta- 
neously meeting operating requirements. But despite the challenge, 
the Department has had significant accomplishments in securing 
the vital infrastructure, products and services that ensure the secu- 
rity of the American public. 

Each initiative is guided by an acquisition process that includes 
three key factors: performance, cost and schedule. These factors 
comprise the major elements of procurement decisionmaking and 
valuation. Balancing performance cost and schedule requirements 
is challenging for all agencies, and is especially challenging for 
DHS, given its mission and current contracting staffing levels. 
When necessary due to urgency of mission, DHS has entered con- 
tracts for goods and services in short periods of time to provide im- 
mediate relief to meet pressing humanitarian needs and protect life 
and property. 

Since DHS operation is in a rapid acquisition environment, it 
must prioritize its acquisition planning beyond what is generally 
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expected of a non-emergency response agency to ensure that deci- 
sions are made properly and timely. It is critical that DHS con- 
tinue to develop an acquisition system that includes professionals 
in all disciplines forming an acquisition team, including program 
management. 

DHS has initiated a program management counsel to build this 
necessary cadre of professionals in the Department. We want to 
make sure we have accountability at DHS, so that we are respon- 
sible stewards of the public funds. But we want to make sure that 
we can act quickly to save lives. 

The challenges DHS has experienced since its inception have 
tested our capabilities, but have also demonstrated our resolve, 
strengthened our determination, increased the urgency of our ef- 
forts and underscored a solemn responsibility that all of us may 
face. 

In closing, I would like to express my gratitude to Chairman 
Davis and Mr. Waxman for working with DHS to develop better 
business practices at the Department. I look forward to continuing 
to work with the committee on developing solutions to current and 
future issues, including the ones we are discussing today. 

I am glad to take any questions and thank you. 

[The prepared statement of Ms. Duke follows:] 
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TESTIMONY OF 
ELAINE C. DUKE 

U.S. DEPARTMENT OF HOMELAND SECURITY 
CHIEF PROCUREMENT OFFICER 
BEFORE THE U.S. HOUSE OF REPRESENTATIVES 
COMMITTEE ON GOVERNMENT REFORM 
July 27, 2006 

Chairman Davis, Congressman Waxman and Members of the Committee, thank you for 
the opportunity to discuss the Department of Homeland Security (DH^) acquisition 
program and our contracting procedures. I am the Chief Procurement Officer for the 
Department of Homeland Security (DHS). I am a career executive and I have spent 
most of my 23 years of public service in the procurement profession. On January 31 , 
2006, 1 was selected as the Department’s Chief Procurement Officer. 

Accompanying me today are Mr. John Ely and Mr. Rick Gunderson. Mr. Ely is the 
Executive Director of Procurement for Customs and Border Protection and manages the 
organization that provides procurement services to ensure the security of our nation’s 
borders. He joins me today to answer any questions that this committee may have 
concerning CBP. Mr. Gunderson is the Assistant Administrator for Acquisition for the 
Transportation Security Administration and manages the procurement operations to 
ensure the security of our nation’s transportation systems. He joins me today to answer 
any questions that this committee may have concerning TSA. Mr. Ely and Mr. 
Gunderson are both career executives with extensive careers in acquisition and public 
service. 


1 



77 


In addition to CBP and TSA, as the Chief Procurement Officer (CPO), I provide 
oversight and support to six other procurement offices within DHS including, 

Immigration and Customs Enforcement (ICE), Federal Emergency Management Agency 
(FEMA), the Federal Law Enforcement Training Center (FLETC), United States Coast 
Guard (USCG), United States Secret Service (USSS), and the Office of Procurement 
Operations. 

As the CPO, my primary responsibility is to manage and oversee the DHS acquisition 
program. I provide the acquisition infrastructure by instituting acquisition policies and 
procedures that allow DHS contracting offices to operate in a uniform and consistent 
manner. The use of strategic sourcing commodity councils across the eight contracting 
offices also allows DHS to secure volume discounts whenever possible. Commodity 
councils are cross departmental teams of subject matter experts that focus on 
developing the best strategy for acquiring groups of products and services. While I 
provide the infrastructure, the responsibility for properly planning and executing 
procurements rests with the components since, with the exception of the DHS’ Office of 
Procurement Operations, each contracting office reports directly to the heads of the 
component it supports. Because seven of eight contracting offices report to the heads 
of their components, I strive to achieve functional excellence among the offices primarily 
through collaboration. I use the DHS Chief Acquisition Officers Council, comprised of 
the heads of each contracting office, to integrate the contracting function while 
maintaining the components’ ability to meet their customers’ unique needs. 
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My top four priorities for the DHS program are; 

• First, to build the DHS acquisition workforce to enhance the Department’s 
acquisition program. 

• Second, to establish an acquisition system whereby each requirement has a well 
defined mission and a management team that includes professionals with the 
requisite skills to achieve mission results. 

• Third, to ensure more effective buying across the eight contracting offices 
through the use of strategic sourcing and supplier management. 

• Fourth, to strengthen contract administration to ensure that products and 
services purchased meet contract requirements and mission need. 

Priority 1: Build the DHS acquisition workforce to enhance the Department’s 
acquisition program. 

Challenges: 

Balancing the appropriate number of DHS contracting officials with the grovirth of DHS 
contracting requirements has been a challenge. At times, the gap between Department 
spending and staffing levels has placed increased demands on procurement officials. A 
study conducted by the Government Accountability Office (GAO) in 2004 revealed that 
the Office of Procurement Operations’ contracting staff on average handled $101 million 
per employee. FEMA in particular has experienced difficulties in hiring staff in this area. 
To address the lack of in-house capacity, the Office of Procurement Operations has 
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used interagency agreements with outside agencies for contracting assistance to 
effectively support the mission. 

Solution: 

Within the DC area competition for procurement personnel is substantial. On July 15, 
2006 there were 45 job announcements in the DC area for acquisition personnel on 
USAJobs.gov, the website for posting federal employment opportunities. DHS has 
initiated staffing solutions to resolve personnel shortages. In particular, the Office of the 
Chief Procurement Officer has taken the lead Department-wide to create a centralized 
recruiting system for contracting personnel within all DHS components, enhance the 
DHS Acquisition Fellows Program which aims to recruit recent college graduates, and 
work with Human Resources to streamline the direct hire process. The FY 2007 Budget 
requests funding to hire additional procurement personnel. Higher staffing levels will 
improve DHS’ ability to monitor department contracts and effectively identify and correct 
poor contractor performance. 

DHS is also building in-house capacity to handle contracting actions so as to reduce 
reliance on interagency agreements, which typically require significant fees. In order to 
ensure that internal controls are in place when using interagency contracting, DHS 
issued a management directive that sets forth a number of oversight and management 
requirements. From 2004 to 2005, the percentage of dollars the Department sent to 
other agencies decreased based on total spend by 14% although the total dollars 
increased by 8.2%. 
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Priority 2: Establish an acquisition system whereby each requirement has a well 
defined mission and a management team that includes professionals with the requisite 
skills to achieve mission results. 

Challenges: 

Three factors guide the acquisition process: Technical, Cost and Schedule. These 
factors comprise the major elements of procurement decision-making and evaluation. 

On occasion, due to urgent and compelling circumstances, DHS enters into contracts 
for goods and services in short periods of time in order to provide immediate relief to 
meet pressing humanitarian needs and protect life and property. Balancing technical, 
cost and schedule requirements is challenging for all agencies, and is especially 
challenging for DHS given its mission and current contracting staffing levels. Since 
DHS operates in a rapid acquisition environment, it must prioritize acquisition planning - 
beyond that generally expected of an agency that does not have emergency response 
as a primary responsibility - to ensure that decisions are made properly and timely. 

While an increase in contracting staff is critical to the success of the DHS program, also 
important is the development of an acquisition system that includes professionals from 
all disciplines to form an acquisition team, including program management. Without 
proper program management, contracting officials are unable to meet schedule 
requirements or adequately track and evaluate cost and technical criteria. While the 
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number of program management certified personnel is steadily increasing there are still 
a number of investments that are not managed by certified program managers. 

Solution: 

In order to mitigate the challenges that result from accelerated procurement schedules, 
the Office of the Chief Procurement Officer is currently promoting the use of an advance 
procurement planning system that should allow better program planriing. To facilitate 
the contracting process, it is important that all parts of the acquisition program function 
correctly so that requirements are adequately defined, properly procured, and effectively 
managed to avoid misspending on technologies and services that may not achieve their 
objectives. In an effort to drive planning, the Department is strengthening its acquisition 
program by emphasizing acquisition planning throughout the entire procurement 
lifecycle including research and development, program management, and contracting. 

The Office of the Chief Procurement Officer issued a management directive in May 
2004, which mandated that all program managers meet the Department’s certification 
and training requirements. Since the release of this directive, the number of personnel 
certified as program managers has increased dramatically from 0 in May 2004 to 348 in 
July 2006. Additionally, during this same time period, the number of certified program 
managers by investment level has increased from 0% to 23%. Recognizing that only 
23% of investments have program management certified program managers, the Office 
of the Chief Procurement Officer is assessing the assignment of program management 
positions. The Office of the Chief Procurement Officer has also led the formation of a 
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Program Management Council as part of the Program Management Center of 
Excellence that is working to develop the policies, procedures and other tool sets 
needed for DHS Program Managers to succeed. A key component of this effort is the 
DHS Program Management certification program that is being used as the model for a 
government-wide certification program. Finally, DHS has implemented Earned Value 
Management (EVM) within high priority programs and a Program Management Periodic 
Reporting process to assess the performance of all major investments each quarter. 

Priority 3: Ensure more effective buying across the eight contracting offices through 
the use of strategic sourcing and supplier management. 

Challenge: 

As a maturing organization, DHS faces challenges in conveying to its components the 
importance of consolidating requirements and collaborating procurement efforts. As the 
organization matures it is essential that DHS’ strategic sourcing program work to 
promote the leveraging of buying activities within the Department. 

Solution: 

Strategic Sourcing is the process of leveraging an organization’s buying power and the 
managing of strategic procurement spending in logical categories in order to emphasize 
various characteristics and achieve efficiencies and economies of scale. These 
characteristics include performance, price, total life cycle management costs, socio- 
economic goals, and stakeholder collaboration, DHS’ strategic sourcing has added 
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value to the DHS investment review process, improved the quality and timeliness of the 
delivery of goods, and generated Departnrrent-wide savings on commodities such as 
aviation, boats, information technology, uniforms, weapons and office supplies. Since 
Rf 2004, DHS has seen $201 million in price savings and $9 million in cost avoidance 
for a total of $210 million in strategic sourcing program savings to date. For example, a 
strategic sourcing initiative for weapons and ammunition resulted in price reductions of 
35%, two awarded contracts - one to a small business, $1 million in 'cost avoidance for 
testing, and an extended warranty period. 

Priority 4: Strengthen contract administration to ensure that products and services 
purchased meet contract requirements and mission need. 

Challenge: 

As DHS continues to work to align processes and resources within the Department, it is 
important that the organization procure goods and services that meet their required 
objectives to facilitate effective post-award contract administration and oversight. 

Solution: 

In order to ensure that contract technical and performance requirements are adequately 
defined and developed, DHS uses a knowledge-based approach to program and 
acquisition management. The Department’s investment review process provides for 
discretionary milestone reviews based on risk as well as key milestone decision reviews 
prior to entering each ndw acquisition phase. Each component has oversight 
responsibility for all of their programs, regardless of acquisition level. Additional 
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departmental oversight is exercised through the Joint Requirements Council and the 
Investment Review Board. These groups ate supported by an Integrated Program 
Review Team consisting of subject matter experts representing the Chief Procurement 
Officer, Chief Financial Officer, Chief Information Officer and the Chief of Administrative 
Services to provide better decision support. To improve oversight on major complex 
investments, DHS requires an investment review prior to prototyping a solution, which is 
a key decision point required prior to entering the concept and technqibgy development 
phase. Similarly, the department may require a milestone review to assess the results 
of prototyping and readiness to proceed with a low rate production. In accordance with 
recent changes to the Federal Acquisition Regulation, DHS has begun a rigorous 
program requiring each major investment to report on the ongoing progress of its 
programs and its associated contracts against predetermined cost, schedule and 
performance measurements, including a provision for alerting senior department 
management to any potential breaches of any threshold level. During the fiscal year 
this process provided oversight for 53 major investments, each with total acquisition 
costs exceeding $50 million. DHS is making progress towards the goals outlined in the 
external reviews, such as those provided by the GAO, but we recognize that more 
improvement is needed in order to reduce risks. 

CONCLUSION: 

In closing, accomplishing these key objectives requires collaboration and strong working 
relationships with all DHS stakeholders, to include private industry, other federal 
agencies, and members.of Congress, to ensure DHS meets its mission as effectively as 


9 



85 


possible. I am committed to continuing with fostering those relationships. Thank you 
for the opportunity to testify before the Committee about DHS contracting procedures 
and I am glad to answer any questions you or the Members of the Committee may 
have. 
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Chairman Tom Davis. Thank you very much. 

Mr. Ely and Mr. Gunderson, do you want to make brief state- 
ments? 

Mr. Ely. I just want to say good morning, Chairman Davis, to 
you and Ranking Member Waxman and the distinguished members 
of the committee. I am John Ely, that has been said before, and 
I am the Chief Procurement Officer of Customs and Border Protec- 
tion. I just want to let you know that I am pleased to be here today 
to answer any of your questions. 

Thank you. 

Chairman Tom Davis. Thank you. 

Mr. Gunderson. Just a couple of minutes, please. 

Chairman Tom Davis. Sure. 

Mr. Gunderson. Chairman Davis, Congressman Waxman and 
members of the committee, thank you for the opportunity to dis- 
cuss the Transportation Security Administration’s acquisition and 
contracting programs. As the Assistant Administrator for Acquisi- 
tion, I provide direction and oversight of TSA’s acquisition pro- 
gram, including the award and administration of contracts, grants 
and financial assistance. Since TSA was enacted, it has obligated 
more than $2 billion per year for supplies, services and financial 
assistance in support of various TSA missions. 

As you are aware, through its enacting legislation, TSA was 
faced with significant mission challenges. To meet those challenges, 
TSA awarded several large contracts to industry teams in an ab- 
breviated time period with minimal staffing. Major contracts in- 
cluded the purchase, deployment and maintenance of security 
screening equipment at more than 440 airports, the outfitting of 
TSA operations with the necessary information technology equip- 
ment and the recruitment, assessment and hiring of screeners. 

While these contracts resulted in the successful accomplishment 
of the missions, they came at a higher cost than originally esti- 
mated. The increases were due to several factors, but changing re- 
quirements was the primary driver. As a result, the final cost of 
these contracts should not be compared to the original amounts 
without considering the original work performed. These major con- 
tracts, awarded in the stand-up phase of TSA, have been replaced 
with new contracts that implement a more streamlined approach, 
greater opportunities for small businesses, and a greater emphasis 
on performance-based measures. 

For example, maintenance of our security screening equipment 
was originally accomplished through a single large integrator con- 
tract but has since been replaced with several contracts that have 
fixed price terms and eliminated unnecessary layers of contractor 
support. As a result, TSA has transferred cost risks to industry and 
lowered the maintenance costs per machine. 

I will continue to strengthen the acquisition program at TSA 
through the implementation of policies and procedures targeted to 
provide greater effectiveness and oversight, implementing new 
business strategies to decrease costs and increase performance, and 
building a stronger acquisition work force. 

Thank you for the opportunity to testify before the committee, 
and I would be pleased to address any questions you may have. 
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Chairman Tom Davis. Thank you. Let me start the questions, 
because I am going to have to run. 

I understand there are changes in scopes in contracts and that 
is what causes them to grow on many occasions. It is not just al- 
ways that they bid low, do a buy-in and then try to come back. Of 
course, one of the difficulties is when you bid the contract out origi- 
nally and it comes in at $104 million and then grows to $700 mil- 
lion, it is not competitive all the way through. You might have got- 
ten a different outcome had you known what you wanted in the 
first place. Is that a fair comment? 

Mr. Gunderson. Yes. 

Chairman Tom Davis. I had been in Government contracting for 
15 years before I came to Congress. I was the general counsel for 
a billion dollar company that did a lot of Government contracts. I 
understand where it goes right and where it goes wrong. 

The other thing that really alarmed me, just looking here on the 
macro, was the number of contracts that were awarded that were 
sole source, without full and open competition. It seems to have ex- 
ploded here. Not just in your agency, but I am saying, across the 
Department. 

Now, I wouldn’t be sitting here complaining about that, because 
I understand the need to do that on occasion, you get a unique 
technology, you need it quickly, you can go out and respond to an 
unsolicited proposal or whatever. And we even set up something in 
the Department of Homeland Security called Other Transactions, 
the OT, where people who aren’t used to selling to the Government 
can come in and do it. So I don’t think it is inherently bad, but 
when you are getting terrible results like this, we have to ask the 
question, and assume that maybe that is part of the problem. 

Ms. Duke, do you want to address that? 

Ms. Duke. I would agree with you, Mr. Chairman, competitive 
contracting is the preferred way to go. We did have a dip in our 
competitive numbers, primarily due to the Katrina contracting in 
FEMA. Our numbers were at about 76 percent competitive at the 
onset of the hurricane season. 

What we are doing to counteract that is putting the contingency 
contracts in place, in FEMA specifically, and improving our plan- 
ning so we have the contracts competitively. 

Chairman Tom Davis. But let me just add, to get back to 
Katrina, as you know, I was the author of the investigative report. 
One of the problems we found there is that we were giving out 
these large contracts, contingency contracts, and at the end of the 
day we didn’t make use of locals, there were a lot more efficient 
ways we could have done this downstream. It really wasn’t thought 
through. We gave it to these big companies and they add surcharge 
after surcharge as it moves on down. You get the local guys doing 
the work, but you have a huge markup along the line. 

I think we have learned, hopefully, we have learned our lessons 
from that. 

Ms. Duke. Yes, we have. We have national strategies for imme- 
diate response for regional or local. But we also have regional pro- 
grams in place, for instance, the maintenance and deactivation of 
trailers is all being done now by local contractors in the Gulf re- 
gion. So we do agree with you on that strategy. 
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Chairman Tom Davis. We got a letter today from FEMA on the 
trailers. I don’t know if anybody can answer this, but basically they 
are telling us something different from what the IG has said. 
FEMA puts out this fact sheet. They say, FEMA is unaware of a 
termite problem in any of the 95,000 trailers that are currently de- 
ployed along the Gulf Coast, with the exception of just one report. 
A random sample of 200 trailers also negative results for termites. 

My understanding is, and I haven’t been there, that at the site 
in Arkansas where we have stored literally thousands of trailers 
that we have a number of termite-infested trailers there. Can any- 
body shed any light on that? 

Ms. Duke. I do know that in the Gulf region termites are an 
issue, and there is a quarantine in 11 of the parishes for Formosan 
termites. FEMA has procedures in place to ensure that as those 
trailers are moved in the Gulf region that we have the appropriate 
compliance with the Louisiana 

Chairman Tom Davis. Well, here is what I want to ask, and if 
you don’t have the answer today, I would like to send a couple of 
people down to go through those trailers that are sitting down 
there in Arkansas. We purchased a lot of trailers that it doesn’t 
look like will ever be used. I understand sometimes contingency 
planning and storage and things go awry and that appears to have 
happened in this case. 

But my question is, are any of those trailers that we have stored 
for “future use” that American taxpayers have paid for, have we 
stored them in a way down there that they are termite-infested? 
If you can’t answer that, I would like you to just give us a straight 
answer. 

Ms. Duke. I do not have information about the stored trailers in 
Arkansas. 

Chairman Tom Davis. Could you please check on that? 

Ms. Duke. Yes. 

Chairman Tom Davis. That again would just be — I don’t want to 
dwell on it, but just go back and check that, because we have infor- 
mation that they are. We would be happy to send an inspector 
down. I know Members have been denied that right. Mr. Waxman 
and I and Mr. Duncan would be, we just want to see what has hap- 
pened, what has gone wrong here. Maybe there are better places 
to store them. We understand what happened with Katrina, it is 
the largest reported storm in history. And the response just was 
not as efficient as it might have been had we been more prepared 
and seen it coming and everything else, so I don’t want to dwell 
on that. 

I want to ask you just a couple of other questions. Do you have 
enough trained procurement personnel, or do you need more? 

Ms. Duke. We need more. We have an increase coming in the 
current 2007 budget of about 200 additional. We are working to- 
ward needing even more over time. As you know, Mr. Chairman, 
our spending is increasing. We increased 35 percent just between 
2004 and 2005. 

Chairman Tom Davis. Well, you are darned if you do and darned 
if you don’t. I remember when we started up, contractors were 
lined up, when is Homeland Security going to start coming out 
with all these contracts. I think the philosophy at the top was, we 



89 


are going to wait until we know what the mission is, what our re- 
quirements are before we go out and spend money. I think on that 
stage we did a good job. 

The problem is, once they came out, some of the oversight and 
everything else, and particularly emergency response has just been 
a little sloppy. My concern is, a procurement officer in the Govern- 
ment is worth their weight in gold. If we can buy what we want 
and get the best value for the taxpayer, we are going to save tens 
of billions of dollars annually. We don’t spend enough time doing 
that. It is not your fault, Ms. Duke, but Government-wide, this just 
has not been given the appropriate attention. In fact, some of it has 
been tied from Congress. We have Members who think, to save 
money, we are going to cut procurement officers. And that makes 
it very difficult to give appropriate oversight to contracts. 

But more importantly, that contracting officer is not always in 
touch with what the agency needs, and doesn’t always use the best 
vehicle. I think Mr. Waxman and I would say, competitive vehicles 
are usually best, because it offers you an array of choices and com- 
petition tends to bring costs down for the taxpayers. 

I don’t want the agencies to come up here and say we haven’t 
given them enough resources and that we are asking you to do 
more with less. I understand you are a career employee that they 
have sent up here today to answer for some of these things. But 
these mistakes start at the top where they have just not kept their 
eye on the ball, haven’t committed the resources here. Yet TSA in 
particular, we gave them particular flexibilities in hiring that no 
other agency in Government has to try to get to this. 

And I just think on the procurement shop, from this committee’s 
perspective, we don’t have jurisdiction over all of the funding and 
everything else. We need to know what you need. Because one 
huge cost overrun or $100 million ends up costing more than hiring 
25, 100 good people that could have overseen this thing and done 
it right. Is that a fair comment? 

Ms. Duke. It is. And as we prepare our fiscal year 2008 budgets, 
I am looking at each’s component’s budget and how they are budg- 
eting for acquisition work force members, and am taking a consoli- 
dated Department look at that to make sure that we are putting 
into our budget the right amount of contracting basics. 

Chairman Tom Davis. How much buying do you do off the GSA 
schedules? 

Ms. Duke. I don’t have an exact number, but a considerable 
amount. 

Chairman Tom Davis. Ballpark? 

Ms. Duke. If I had to guess — we could get you an exact number. 
But I would say of dollars, potentially up to 30 percent. 

Chairman Tom Davis. When you give the schedules, do you usu- 
ally go to two or three groups to shop around, right? 

Ms. Duke. Yes. 

Chairman Tom Davis. It is not just one. How much do you do 
off of GWACS, off of wider contracts? What percent, ballpark? 

Ms. Duke. Mostly in the IT area, like integrated wireless. I 
would say in IT dollars, a lot of those vehicles are new, so less, 10, 
15 percent maybe. 
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Chairman Tom Davis. OK. I have a lot of other questions, but 
I have to run over to the Senate, so I am going to give Mr. Wax- 
man a few minutes, and I am going to turn the Chair over to Mr. 
Duncan. 

I appreciate your being here. This is a serious, serious problem, 
and it is a black eye for the administration to have these things. 
We just need continued oversight. And don’t hesitate to ask. We 
don’t want to just keep you out there, and if you are not getting 
the tools you need, we need to know about it. But the oversight 
that has come from the top here has ended up costing us billions 
of dollars that we could have better spent on a lot of other items. 
We will go over and fight on the floor over $20 million or $10 mil- 
lion sometimes on a program or an earmark or something like that, 
while billions get wasted just in the way we are doing business. 
That is what we are trying to get at today, and I appreciate your 
being here. 

Mr. Waxman. 

Mr. Waxman. Thank you, Mr. Chairman. 

One of the frustrating parts of all of this to me is how this ad- 
ministration and its approach to Federal contracts is that no one 
seems to learn from their mistakes. We have seen incredible waste 
in Iraq. We have seen the same thing in response to Hurricane 
Katrina and now we see it at the Department of Homeland Secu- 
rity. 

A good example is how this administration approaches border se- 
curity. Under a deeply flawed contract called Integrated Surveil- 
lance and Intelligence System [ISIS], the Customs and Border Pro- 
tection Office wasted enormous sums on a high-tech surveillance 
system that never worked. Now, instead of learning from these 
mistakes, the Department wants to enter into an even bigger con- 
tract called the Secure Border Initiative, which will cost taxpayers 
$2 billion. In my questions in this round, I want to focus on these 
two contracts. 

Under the ISIS contract, over $400 million was spent on thou- 
sands of cameras and sensors to monitor our borders. Most of this 
money was spent during the past 5 years. The idea was that this 
would be a high-tech, state-of-the-art surveillance system for pro- 
tecting our borders. Mr. Zavada, the Inspector General examined 
the ISIS contract and the equipment purchased under it. I would 
like to ask about your findings. Weather conditions on the border 
can be demanding. How well did the cameras function when ex- 
posed to snow, ice, humidity and extreme temperatures? 

Mr. Zavada. We reported problems with the functioning of the 
equipment in our report. 

Mr. Waxman. They malfunctioned, in other words? 

Mr. Zavada. Yes. Some issues with the operation of the equip- 
ment. 

Mr. Waxman. I understand that another problem was power out- 
ages. Did the cameras experience this problem? 

Mr. Zavada. I am not aware of that. 

Mr. Waxman. What we found out was that even if the cameras 
systems were working, I understand that they didn’t detect move- 
ment automatically. Instead, the Border Patrol officials had to be 
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monitoring the cameras at all times, which rarely happened, is that 
right? 

Mr. Zavada. I believe that was the case. 

Mr. Waxman. When you took all these factors into account, what 
did you conclude? Was the ISIS system an effective system? 

Mr. Zavada. I think from a contract management standpoint, we 
found problems with the way that the program managers managed 
that contract. There were communication problems, that was a con- 
tract that GSA was the contracting officer for that. What we re- 
ported in our report was that there were communication issues be- 
tween the Border Patrol program people and the GSA contracting 
officers that inhibited effective program management. 

Mr. Waxman. The taxpayers spent $400 million on this system, 
which didn’t work. Even if the cameras had worked, they only cov- 
ered 5 percent of the border, leaving 95 percent unprotected. This 
hardly sounds like a dependable state-of-the-art equipment. 

Mr. Ely, do you agree that this equipment was inadequate? 

Mr. Ely. Yes, sir, but I would like to qualify that with a little 
bit of personal experience. I have been down on the border and I 
have watched the cameras and sensors. It is interesting to see that 
it does expand the capability of Border Patrol agents to keep an 
eye on particular geographical areas. 

I did study the ISIS situation. You are correct with many of the 
things that you say. But I would like to swing back to the contract 
management issue. That is a gigantic issue, not just in Homeland, 
but I believe in Government, that we think we are there when we 
sign a contract, but the delivery is the really important part. We 
have to manage these carefully. 

Border Patrol was working through GSA, GSA is not what I 
would call a “family member” when it comes to managing con- 
tracts. They work hard, they do a good job. But they are not in- 
house procurement experts. 

Mr. Waxman. Well, let me go through this issue, because audi- 
tors for the General Services Administration Inspector General con- 
cluded that the dismal oversight of this program placed taxpayers’ 
dollars and national security at risk. Rather than learn from this 
mistake, DHS officials seem poised to repeat them. Because in 
March of this year, DHS asked contractors for proposals for a new 
Secure Border Initiative [SBI]. It will be a $2 billion Eederal con- 
tract to design, build, test and operate a massive border security 
system. 

Here is the only requirement DHS established in its request for 
proposals. DHS wants “highly reliable, available, maintainable and 
cost-effective solutions to manage, control and secure the border, 
using the optimal mix of proven, current and next generation tech- 
nology, infrastructure, personnel, response capabilities and proc- 
esses.” Mr. Zavada, in your opinion, does that adequately define 
technical and cost requirements? 

Mr. Zavada. In terms of SBI, we have, based upon the past work 
that we have done, we have identified three risk areas related to 
that contract. The first one is the accelerated schedule. Certainly 
the accelerated schedule to meet the September deadline, combined 
with the program management capabilities, as they stand, is a po- 
tential risk area. 
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Mr. Waxman. Do you think it is a problem that it is such a vague 
description of what is needed to create this program? 

Mr. Zavada. That was the second risk area that we pointed out. 
The contract objectives in the past, in our past reports we pointed 
out that broad contract objectives can be problematic and have cre- 
ated issues in other contracts. 

Mr. Waxman. Mr. Sullivan, do you agree, this $2 billion contract 
rests on deeply flawed contracting philosophy. In January, Sec- 
retary Michael Jackson told potential bidders for SBI, we are ask- 
ing you to come back and tell us how to do our business. That is 
incredible. There is no plan. There is no attempt to do the hard 
thinking about what needs to be done to secure our borders. In- 
stead, DHS is outsourcing the job of Government to private con- 
tractors. 

What is your view on that? 

Mr. Sullivan. It is interesting, because one of the reasons I am 
here testifying today for GAO is the work that I have done in the 
area of the Department of Defense and some of the major acquisi- 
tions that it has to make for weapons systems. In doing the work, 
I did the work looking at DHS’ major investments and some of the 
strategic sourcing and things that I talked about. 

There are so many similarities, it seems to me, including the cost 
schedule and performance outcomes that I hear, in the Department 
of Defense I would say that there are very similar problems. The 
requirement setting process at both the strategic level and at a tac- 
tical level for a specific weapons system is flawed, very similar to 
what Mr. Zavada explained for the DHS. 

Mr. Waxman. It seems that the Department is asking private 
contractors to tell the Department what it needs, rather than the 
Department defining its own needs. It doesn’t make sense to me, 
and I would be curious whether it makes sense to you, do you real- 
ly think it is a good idea to launch a multi-billion dollar procure- 
ment program without adequately defining technical or cost re- 
quirements? 

Here is the problem as I see it. The Department, in fact the 
whole administration thinks private contractors are like fairy god- 
mothers. You tell them we want a certain thing done, we want to 
protect our borders, we want to keep these illegal aliens from get- 
ting in here or terrorists getting into the country. It is a hard prob- 
lem. It is a hard problem to rebuild Iraq. It is a hard problem to 
restore the Gulf Coast, making our country secure, it is hard. 

But the administration assumes that private contractors will be 
able to wave a magic wand and solve the problem. 

Mr. Sullivan. Yes, sir. I think when you are setting require- 
ments for systems and programs as complicated as what we are 
talking about here, you are going to have perhaps a limited indus- 
trial base. So in order to do that, you have to set requirements, you 
have to study requirements, you have to study the needs, the mis- 
sion needs of the DHS, and understand very thoroughly, I think, 
what you need, rather than asking them to supply that information 
for you. 

And then in addition to that, because I think you are asking for, 
in many cases, systems that aren’t necessarily going to have other 
markets or are going to be technologically challenging and risky. 
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you need to have way more internal controls in place than it ap- 
pears DHS has when you put an RFP out for a contractor. You 
need to do, for example, you need to ask them for cost data. If they 
are going to come back with a proposal to meet your requirements, 
they should provide the cost. You are in a sole source environment 
because perhaps the technology is proprietary or very limited and 
very risky. Sole source means that the Government needs to under- 
stand how much it is costing that contractor to bid those kinds of 
proposals, so that a fair and equitable price can be determined. 

Mr. Waxman. Well, the net result of all this is the contractors 
get rich, the problem doesn’t get solved and taxpayers get stuck 
with the bill. That is what our concern is, and I think it is shared 
by everyone on this panel. 

Thank you, Mr. Chairman. 

Mr. Duncan [presiding]. Thank you, Mr. Waxman. 

Let me ask you this. Both the chairman and the ranking member 
mentioned this $104 million airport screener contract that ran to 
$740 million that NCS Pearson did. The report says in addition 
that NCS Pearson had $297 million worth of very questionable 
costs. 

Then we have the L3 Company that came up with the $400 mil- 
lion surveillance system that apparently doesn’t work. Is the De- 
partment still doing business with those companies? Has any ac- 
tion been taken toward either one of those companies or other com- 
panies that have huge cost overruns or questionable costs? 

Ms. Duke. The screener hiring contract, the $104 million, that 
ended in December 2002. So it was just used during the initial roll- 
out, from April to December 2002. 

Mr. Duncan. But that wasn’t my question. Is the Department 
still doing other business with NCS Pearson, or was any kind of 
action taken against them? 

Ms. Duke. I don’t know of any major contracts with — I know we 
don’t have any major contracts. We might have a small one. I could 
check on that. But we do not have any major hiring contracts with 
NCS Pearson at this time. 

Mr. Duncan. What about the L3 Communications Company that 
provided this $400 million surveillance system that is not working? 

Mr. Gunderson. Are you referring to the explosive detection sys- 
tems? Yes, we still have contracts with L3 for the delivery of sys- 
tems. 

Mr. Duncan. So you are not taking any action against companies 
that have these huge cost overruns or provide equipment that 
doesn’t work? 

Mr. Gunderson. With respect to the effectiveness of the ma- 
chines, there was no cost overruns on the production of the ma- 
chines. The increased costs associated with that program was with 
the deployment of the machines, outfitting the airports to install 
the machines. 

With respect to the effectiveness of the machines, the chief tech- 
nology officer is best to address those issues. What we have done 
in other areas from a contracting perspective is incentivized the 
contractor to improve the reliability of the machines, as far as how 
often it breaks down. 
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Mr. Duncan. So you mean when they provide equipment that 
doesn’t work, you give them extra money, incentive money to come 
in and make sure the equipment works? 

Mr. Gunderson. I would term it as disincentives. If the ma- 
chines do not achieve a certain amount of reliability, then they 
would lose money from their profit. 

Mr. Duncan. Let me ask you this. We have a later witness that 
says that all contracts should be competed, even when the dollar 
amount is under the legal threshold. What do you think about 
that? Mr. Sullivan. Ms. Duke. 

Mr. Sullivan. I think that contracts should be competed. I think 
there are situations where it might not be possible to always have 
competition in cases where you have proprietary technologies or 
risky technologies or where you might have to go to a cost plus ar- 
rangement to push technology or something like that. But other 
than that, I think competition is always the most healthy way to 
purchase things. 

Mr. Duncan. Ms. Duke, when you referred a few minutes ago to 
the 76 percent competition, were you talking about 76 percent of 
all contracts over the limit, or 76 percent of all contracts total? 

Ms. Duke. Of all our DHS contracts. 

Mr. Duncan. That was counting even those under the legal 
threshold, is that what you are saying? 

Ms. Duke. We are required to compete. The competition in con- 
tracting as a statute kicks in over $100,000. But even under 
$100,000, we are required by regulation to compete those or justify 
not competing them. 

So there are different guidelines, one is statute, one is regu- 
latory. But our requirement is to compete all contracts as a stand- 
ard business practice. 

Mr. Duncan. And this later witness says under no circumstances 
should the Department allow contracts to become de facto, illegal, 
cost plus percentage of cost contracts. What do you think about 
that? 

Ms. Duke. I agree with that, that cost plus percentage of cost 
contracts are illegal and should not be done. 

Mr. Duncan. All right. He says it was done in this Boeing $1.2 
billion contract to install and maintain explosive detection systems. 

Ms. Duke. I believe the IG report said that there was an appear- 
ance of that. Because of the urgency of awarding that contract, the 
award fee provisions were not negotiated until after award. And 
some provisional award payments were made. That was corrected 
during the performance of the contract. So there was an appear- 
ance, but it was not a cost type percentage of cost contract. 

Mr. Duncan. And finally, he is recommending that when the 
bulk of the work is being done by subcontractors, that as much as 
possible the middleman should be cut out. I can tell you that I got 
a call from a trailer manufacturing company, not in my district, 
but from Tennessee back when all the Katrina stuff was going on. 
This was a company making a lot of these trailers that we have 
heard so much about. This company owner said that they were 
having to provide DHS these trailers through a middleman who 
was doing nothing to the trailers but adding $4,000 to the cost of 
each one. 
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He said he would like to find somebody, he said he was perfectly 
willing to sell these trailers directly to DHS and save that $4,000 
per trailer. But they wouldn’t let that be done. What I am wonder- 
ing about, it would have been so simple for one person at DHS to 
handle something like that. Has that gotten any better? 

Ms. Duke. I think whether you should layer or not is really a 
value proposition. It is similar to if you are having remodeling in 
your home and you are deciding whether you want to have a gen- 
eral contractor [GC], or you want to contract directly with a plumb- 
er and electrician. But I do think it is a decision that should be 
consciously made on each program and that we shouldn’t add 
layering unless there is that value of management or integration. 

Mr. Duncan. Let me mention one other thing. The day before 
yesterday we had the third in a series of hearings pointing out tre- 
mendous waste by the Department of Defense selling items, even 
items that cost $120,000 or $200,000 for just almost nothing to peo- 
ple in the private sector. Some of these things were brand new. 
One of the smaller items was they sold $23,000 and some odd dol- 
lars worth of brand new boots that had never been worn for $69 
to this one company. Not $69 per pair of boots, but $69 for the 
whole $23,000 and some hundred dollars. 

I hope that you will make sure that we don’t start selling these 
thousands of trailers that are sitting unused for just pennies on the 
dollar. 

Ms. Duke. The current plan is to use the manufactured homes 
that have not been used yet for future disasters. There is no cur- 
rent plans to resell them. 

Mr. Duncan. Let me ask one final question. The major problems 
that plague DHS acquisition, these are not new. Since the Depart- 
ment started, these problems have been the subject of hearings in 
both the House and Senate, reports by the Inspector General, by 
the GAO, by the press. Yet despite the fact that everyone hears 
about and reads about and knows about these things and every- 
body says they are terrible and scandalous, they never get fixed. 
Do you have an opinion, Mr. Sullivan, on why we are not seeing 
more progress? It is just not possible for a gigantic bureaucracy to 
handle an acquisition program in a cost efficient, effective way? 

Mr. Sullivan. In fairness, I think we should remember, it is still 
a young organization and its mission, it is probably still working 
very hard to bring these 22 or 23 different cultures together and 
be able to put in unified policies into that. 

But that said, I think it is possible, obviously, to do better. I 
think the things that the organization has to focus on are some of 
the things we discussed here. They need to understand the mission 
needs, they need to be able to articulate requirements for the goods 
and the services and the big acquisitions that they have to make. 
They need people in place who understand that. And then they 
need internal controls to ensure that the industrial base that is 
supplying these is supplying them to them at reasonable cost and 
with reasonable performance. 

Mr. Duncan. All right. I think Mr. Ruppersberger is next. 

Mr. Ruppersberger. A couple of things. We do have a serious 
problem in Homeland Security. A lot of it is because of what you 
just said, it is a young organization, we don’t have our systems 
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down completely, and I think because of the fact that we are talk- 
ing about Homeland Security, there is a lot of rushing to get equip- 
ment that hasn’t been properly tested, and that we really need to 
maybe move forward with pilot programs, or even a contract if we 
could get it in there, a penalty if a contractor is saying this equip- 
ment works and it turns out that it doesn’t. 

Would you think that we could have that? I guess I would ask 
you, Mr. Ely, about the possibility of a penalty clause in a contract 
for our contractors that are supplying radiation equipment or other 
equipment that just isn’t working. 

Mr. Ely. Yes, sir, I think you have hit it right on the button, 
what you are telling us, and I agree with you 100 percent, it is 
post-award management. Penalties are doable under Government 
contracts. And we are moving in this direction very similarly to 
what you are discussing, by building post-award management capa- 
bility that will allow us to be even closer to the results of these con- 
tracts, and penalize contractors when they should be penalized and 
incentivize them when they should be incentivized. 

Mr. Ruppersberger. We need to have you get back to us on that 
from our oversight point of view. There are cases, and I just want 
to name a few here, your airport screeners contract, baggage 
screening equipment contract, airport computer network contract, 
radiation detector contracts, the cruise ship area where we prob- 
ably could have sent a family to a top-rated hotel in Las Vegas 
than where we were now. 

Now, I understand we were working under difficult situations 
and Homeland Security is new. But sooner or later, we are going 
to have to step up, because there is just not, we can’t continue to 
lose billions, not millions, of dollars. I am asking you all to come 
back to us, and with the help of GAO, to let us know what the 
proper systems are. Your internal controls, things of that nature. 

Let me, since we only have a short time, just to review one area. 
I don’t know if I can get to another. I represent the Port of Balti- 
more and am the co-chair of the Port Security Caucus, the congres- 
sional caucus. I want to talk to you about the radiation detector 
contracts. Again, we have an issue there that the contract that was 
given out, I think $286 billion to a major contractor, really turned 
out to be wasting a lot of money. The machines turned out to be 
so sensitive to radiation that they can’t distinguish between weap- 
ons-grade nuclear material and items that naturally emit radi- 
ation, like cat litter, porcelain toilets, bananas, things like that. 

Mr. Ely, would you agree that this major contract that has pro- 
vided the radiation detector contracts cannot quickly determine the 
type of radioactive material they detect? 

Mr. Ely. Sir, the best I can do to answer that question is to clar- 
ify that with the RPMs, we are actually 

Mr. Ruppersberger. With the what? 

Mr. Ely. Radiation portal monitors. We are actually engaged in 
a contract through an interagency agreement with DOE. Energy 
provides other services, along with bringing in the portal monitors, 
radiation monitors. It is an ongoing test and evaluation environ- 
ment. 

So unlike a direct contract between Customs and Border Protec- 
tion and a commercial firm, we are working with another Govern- 
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ment agency. The rules are a bit different in working that way. But 
from what I have gleaned, this is a continuous development and 
learning process in the application of these devices. We can enforce 
these, but only working through Department of Energy. 

Mr. Ruppersberger. Do you agree that there is technology that 
is out there that can provide the detection we need for nuclear com- 
ponents? 

Mr. Ely. Sir, I am not qualified, I am a procurement guy. But 
what I have learned in talking to the CBP program people is that 
it is constantly evolving. The I)epartment, and DNDO in particular 
is looking at a higher level machine right now. It looks like we are 
moving toward working more with this new type of technology. 

Ms. Duke. The Advanced Spectroscopic Portals [ASP], we just 
awarded three contracts through Domestic Nuclear Detection Of- 
fice. That is a new technology, and has a much lower false alarm 
rate and better detection. And ASP is the new generation of the 
machines you are talking about now. 

Mr. Ruppersberger. I had occasion, right after the Dubai Port 
issue, to go to Dubai and to meet with their port security people 
and to also observe equipment that they have, which is probably 
some of the best equipment in the world. When we decide to move 
forward and to try new equipment, do we look at other equipment 
throughout the world? Do we test it? Or are we again jumping into 
an area where we are going to spend millions and millions of dol- 
lars and we find out that it doesn’t work? 

Because the first set of equipment that is there, we wasted all 
that money. The contractor got paid and we don’t have the money 
to use for something else. So you need a system to make sure that 
you are getting what is out there, the top technology, and to do 
your research throughout the world. Do we do that? Is the system 
in place to do that now? 

Ms. Duke. I agree with you, we need to do that. I think that was 
the reason for setting up the Domestic Nuclear Detection Office, to 
make sure we have that centralized, cohesive strategy that is not 
just a DHS office, it is a Federal-wide office, housed within the De- 
partment of Homeland Security. So I do believe that is an initiative 
to support what you are saying. 

Mr. Ruppersberger. Do you work with the Department of En- 
ergy in that regard? 

Ms. Duke. No, that is not through the Department of Energy. 

Mr. Sullivan. I would just say, on this generally speaking, in 
terms of technologies like this where we are going to spend mil- 
lions, hundreds of millions and maybe even billions of dollars, one 
of the things that we found when we did our work in 2005, and 
we still find deficient in their policies for big acquisitions, is the 
need to have thorough reviews and testing of technologies before 
you start a program like this. I think that is one thing. 

When you look at the investment review board policy that DHS 
has right now, they could strengthen, that is a control they could 
use right now to strengthen their major investment, their major ac- 
quisitions, is to focus on technology readiness before they let those 
contracts. 

Mr. Ruppersberger. And also the possibility of a pilot program. 

Mr. Sullivan. Yes, absolutely. 
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Mr. Ruppersberger. It seems to me that GAO should be in the 
picture before instead of after. We might be a lot better off. 

Mr. Sullivan. We try. 

Mr. Ruppersberger. Well, it didn’t work here. 

Is my time up? I can’t see the clock. I yield back my time. 

Mr. Duncan. Well, thank you very much, Mr. Ruppersberger. 
For 18 years, I have heard, every time a Government agency 
messes up, either they are under-funded or their technology is out 
of date, although the Federal Government has much newer comput- 
ers and technology than in the private sector. 

Mr. Gutknecht. Thank you, Mr. Chairman. 

Let me just first of all offer a couple of observations. In response 
to something that Mr. Waxman said earlier, I think he made the 
reference that the contractors’ response to most of our problems is 
to throw more money at it. Well, the truth of the matter is, we are 
responsible for that as well. I think that many times is the re- 
sponse here in Congress. 

I was a healthy skeptic of the whole idea of combining these 22 
agencies into one super-agency. I remember, and I am not that old, 
I can still remember what the argument was, that there would be 
efficiencies and this would be less expensive in the long run. Well, 
that was then and this is now, I guess. 

The other point I would like to make in response to something 
that you said. Chairman Duncan, and that is, as we do dispose of 
some of this equipment, whether it be trailers or boots, and I am 
a licensed and bonded auctioneer, so I have a vested interest in 
this in some respects, but I understand what the Federal Govern- 
ment just resists every step of the way is hiring auctioneers to get 
rid of some of this surplus equipment. 

I am going to make that comment. I have said it a hundred 
times, and I will keep making the point. Because it is one way that 
you can at least ensure there is some competition, instead of selling 
all these boots for $69. You would have gotten fair value, I think, 
if they had been willing to pay an auctioneer 10 percent of the pro- 
ceeds, they would have made a lot of money for the taxpayers. 

Anyway, my real issue, and I am going to come to you, Mr. 
Zavada, and I want to say a special thank you to one of our col- 
leagues who can’t be here today, and that is Congressman Platts 
from Pennsylvania. He has really been a leader in trying to bring 
about more accountability, not only in this Department, but in Gov- 
ernment in general. I want to call your attention, I am sure you 
are aware of Public Law 108-330, Mr. Zavada. 

I will just give you a little background. My daughter and her 
husband are both CPAs. One works in the private sector, one 
works on the public side. One of them loves Sarbanes-Oxley and 
the other one hates it. But essentially that act, if I understand and 
remember correctly, was about bringing some of those kinds of 
standards to bear on the Department of Homeland Security. 

One of the things that is in that law is the requirement that they 
create — I want to make sure I use the right term here — but they 
have internal controls. We have had a process, we understand 
there are a lot of problems, but I wonder if you could talk about 
the quarterly reports and the progress that you see being made 
under Public Law 108-330. 
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Mr. Zavada. I assume you are talking about in the area of finan- 
cial management? 

Mr. Gutknecht. Exactly. 

Mr. Zavada. Right now, the Department needs to focus on correc- 
tive action plans. We have been working with them and providing 
some guidance through some audits that we have been doing to di- 
rect them toward the corrective action plan process. What they 
have done to date is put together, or are working on putting to- 
gether a Department-wide corrective action plan and corrective ac- 
tion plans in particular focus areas. 

There are some signs of progress. To a large extent, the CFO suf- 
fers from the same issues that we are talking about today in rela- 
tion to the chief procurement officer, staffing and capabilities. But 
there are some signs of progress in some of the bureaus. 

Mr. Gutknecht. Well, in October, don’t they have to come for- 
ward with a full financial report? 

Mr. Zavada. Yes, in November, yes. 

Mr. Gutknecht. Any idea of what that report is going to look 
like? 

Mr. Zavada. I am hopeful that there will be some marginal signs 
of improvement. But to a large extent, correcting many of the ma- 
terial internal control weaknesses that the Department has is 
going to take a long-term effort. 

Mr. Gutknecht. I am always skeptical when I hear about this 
long-term thing. Mr. Sullivan said, well, the Department is still rel- 
atively young. I always remind people, we won World War II in 3V2 
years. This country can do big things. But we have to raise our ex- 
pectations. 

I think one of the weaknesses we have had here in Congress is 
we have been too willing to accept low expectations in some of 
these departments, in managing their funds and being accountable 
for the taxpayers’ dollars that we give them. 

So I really am glad we are having this hearing. I hope we have 
a lot more hearings. And again, I want to congratulate my col- 
league, Congressman Platts, for what he has been doing on his sub- 
committee to try and hold more of these departments more ac- 
countable. 

I yield back the balance of my time. 

Mr. Duncan. Thank you very much, Mr. Gutknecht. 

Mr. Kucinich. 

Mr. Kucinich. Thank you very much, Mr. Chairman. 

I am looking at the title of this report. If I walked into this hear- 
ing just cold, from nowhere in particular, and I looked at the title 
of it. Waste, Abuse and Mismanagement in — fill in the blanks. The 
blanks could be filled in, it could be Waste, Abuse and Mismanage- 
ment in the Department of Defense, Waste, Abuse and Mismanage- 
ment in the Administration of Contracts in Iraq, Waste, Abuse and 
Mismanagement in Army Surplus Material. I have heard this so 
many times before, and someone comes here and tries to pass it off, 
well, we are just a new agency, apparently you are not new at all, 
because you are doing what everyone else does. 

I am offended when I hear this stuff. People in our district work 
real hard to pay their own bills, and they pay their taxes and what 
they get is this kind of thing. I am looking at the appendix, Mr. 
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Chairman, and I am looking at some of the biggest companies in 
America. They don’t know how to run a contract? Or is it that they 
feel it is Government money, taxpayers’ money, they just take the 
taxpayers for a ride? Accenture and Partners, $10 billion contract, 
here is what the investigation says, lack of defined requirements, 
wasteful spending, mismanagement. Bechtel, $100 million contract, 
mismanagement, wasteful spending. Boeing Service, $1.2 billion 
contract, wasteful spending, mismanagement. Carnival Cruise 
Lines, $82 million contract, $62 million contract, $91 million con- 
tract, wasteful spending, wasteful spending, wasteful spending. 

I mean, what is going on here? This is like Government as a 
scam. It really is. And we shouldn’t stand for it. 

Another thing we ought to look at, Mr. Chairman, and you know, 
I say this having voted against the creation of this monstrosity 
known as the Department of Homeland Security, I said it would 
take them 20 years to figure out what the left and right hand are 
doing. And that goes beyond the corruption. 

This raises issues. I am a former mayor. And I understand what 
happens when you start passing contracts around and you don’t 
have oversight. You have people who are just making themselves 
rich at the taxpayers’ expense. 

We ought to go a little bit deeper on this committee. We ought 
to find out who the executives are in these corporations, we ought 
to find out who their attorneys are and who their accountants are. 
We ought to find out if they are giving contributions to any politi- 
cal parties or if they are giving contributions to any individuals. 
We ought to be looking at the stock options of these executives. We 
ought to be looking at their pension benefits. We ought to be look- 
ing at who their lobbyists are. There is a whole system here. We 
are just scratching the surface. 

I would like to ask the representative of the Inspector General 
here, Mr. Zavada, I would like to ask you a couple of questions in 
this regard. When you review these contracts, do you interview the 
companies that are involved as far as their conduct with the Gov- 
ernment’s money? 

Mr. Zavada. I think it would depend on the circumstances in- 
volved in the particular contract. 

Mr. Kucinich. Well, let’s start with Accenture. Did you interview 
anybody at Accenture? 

Mr. Zavada. I don’t know the answer to that, but I would be 
happy to get back to you on that. 

Mr. Kucinich. How is it possible that you can talk about the ad- 
ministration of a contract and not talk to the people who have the 
contract? 

Mr. Zavada. I think many of the issues that we pointed out deal 
with the oversight, with the program management and the procure- 
ment management and the risks in those areas. So the focus of our 
reports have primarily been on the staffing in both of those areas. 

Mr. Kucinich. Well, you have reported here that these contracts, 
the administration of contracts is woefully understaffed, right? 

Mr. Zavada. Yes. 

Mr. Kucinich. If then it is woefully understaffed, then that 
means they can’t really see how the contractor is performing, right? 



101 


Mr. Zavada. That has heen a prohlem. The combination of broad- 
ly defined contracts with the oversight issues, the lack of staffing, 
we mix acceleration, an accelerated time line in there, and that is 
a high risk formula. 

Mr. Kucinich. So Mr. Chairman, this is kind of like a multi-bil- 
lion dollar honor park. When you have an honor park, some people 
come in, they pay what they are supposed to do, because they are 
good citizens. But nobody really watches, because it is an honor 
park. 

We have reduced Federal contracting kind of like honor parks. If 
you have people that are of good intention and goodwill, they do 
the right thing. But if they are not of good intention and good will, 
they rip the taxpayers off for billions of dollars. 

Why aren’t you interviewing the people who are actually execut- 
ing these contracts as contractors? Do you intend to do that? 

Mr. Zavada. I think the focus of our work and the problems we 
have seen to date in many respects has been in the way that the 
objectives are defined in these contracts. That would involve both 
the way the Department and the contractor define — the Depart- 
ment defines what it wants and then measures the contractor’s 
performance in getting what they intended. 

Mr. Kucinich. I thank you for pointing that out, but Mr. Chair- 
man, we have only half of the equation here. Think about it. We 
are acting as though, well, these contractors, they just don’t know 
what to do, they don’t know how to run a business, and it is only 
if the Government tells them what to do. We are not keeping an 
eye on the contractors, is what it amounts to, because we don’t 
have enough personnel. 

I think that we need to haul in front of this congressional com- 
mittee some of these contractors, such as the Halliburtons of the 
world, the Bechtels, the Accentures, the Boeings, if necessary, the 
Carnival Cruise Lines. All of these people are ripping off the tax- 
payers. And put them, have them raise their right hand, put them 
under oath, ask them how come this contract has gotten out of 
hand, how did you execute the contract, how did you manage it. 

The Government didn’t do its job. You pointed that out. But this 
takes two to tango here. You have contractors who know, well, the 
Government is not watching me, ha, ha, ha. So I think that we 
have a moral obligation here to the taxpayers of this country who 
not only expect better, but they demand better. And on their be- 
half, I am speaking. I am saying that this is criminal. 

And Mr. Chairman, I just would suggest to you respectfully that 
our committee, this isn’t a partisan matter. This is something we 
can agree on. The taxpayers are getting ripped off. We don’t have 
to buy that for a second. And I don’t want anyone coming to this 
committee and saying, well, we are kind of new at the job. Right. 
Handling multi-billions of dollars, oh, well, we are just kind of new 
at the job. No, no, no, that doesn’t work here. 

Mr. Duncan. Thank you very much, Mr. Kucinich. Almost every 
major Federal contract is a sweetheart deal of some sort or an- 
other. In fact, that is why all these big companies hire these high 
level Federal employees when they leave their offices, it is why all 
the defense contractors hire all the retired admirals and generals. 
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and then they come back and get the offices that they headed up, 
or the departments they headed up, to give them contracts. 

Mr. Kucinich. Amen. 

Mr. Duncan. That is what it is all about. And it is not right, but 
unfortunately, it is the way it is. 

Ambassador Watson. 

Ms. Watson. Mr. Chairman, I really want to thank you for hold- 
ing this hearing. The Congress, since I have been here, hasn’t done 
much oversight. We are the protectors of the tax dollars, sup- 
posedly. And we have given five tax breaks. So that pile of money 
is being decreased. So we have to really zero in. 

I am bewildered as to why we are still giving out no-bid con- 
tracts. I must apologize, Mr. Chairman, for not being here earlier, 
so I probably missed a lot of the testimony from these witnesses. 
So please forgive me if I am being redundant, and just let me know 
that you have already responded. 

But I would like to go to Mr. Zavada, about the no-bid contracts 
and what your overall response is to the no-bid. Do they place our 
taxpayers at risk? Why do we do so much of that no-bid? I can go 
all the way back to the Iraqi war, when Halliburton was on the 
ground before we as policymakers knew it. I understand that after 
Katrina they were on the ground down in New Orleans before we 
knew it. They have a big, big chunk of the money that is allotted, 
in many cases, without accountability. We have had some hearings. 
And we know that they have not, in every case, provided the kinds 
of services that they were contracted for in a timely manner. 

So if you could talk about the no-bid contracts and the risks that 
we are under, but why we do so much of it. 

Mr. Zavada. I can address the issue of risk with those contracts. 
Certainly, they are not the preferred way of doing business. They 
are higher risk contracts, and they require mitigating controls, 
other steps that you have to take to make sure that the Govern- 
ment is getting the best value for their money. 

So from our standpoint as an auditor, we would certainly see 
those types of contracts as more high-risk type contracts. 

Ms. Watson. I have not read the GAO report, but I have read 
former reports. They will give you an example. Halliburton was 
supposed to deliver ice and cold drinks out on the front, and they 
charged $65 to the Government for a case of Coca-Cola. So some- 
body, and there is a $9 billion amount of missing dollars, and they 
just kind of pass it off. So I don’t know, in your no-bid process, why 
we continue to choose the same companies. I heard because they 
have the experience. But I do know personally that there are com- 
panies lined up to do the job, and they don’t get a chance at them 
because of the no-bid process. 

So is there a mechanism for very quickly going to competitive 
bidding, so that we can get the best bang for our buck? 

Mr. Zavada. I think that is a good question, it is probably one 
best addressed by the Department’s Chief Procurement Officer. 

Ms. Watson. Is there someone here? I do know that each one of 
you comes from a specific department. Can anyone address that? 
If not, I will wait. 

Ms. Duke. Yes, I can address in general. I am the Chief Procure- 
ment Officer for the Department of Homeland Security. We do pre- 



103 


fer competitive. Our numbers for doing competitive solicitations are 
actually a little bit better than the Federal Government average. 
But we need to get better as a Federal Government. 

We can do limited competitions under urgent circumstances. So 
you don’t have to jump from everyone competing to just one. So 
that is a preference. 

The other thing we are trying to do is put contracts competitively 
in place before, in the case of disaster type, before they hit. So I 
do agree with you. 

Ms. Watson. That is really the kind of answer I wanted to hear. 
Because I would think now, after September 11th, and after the 
creation of this humongous department, which I thought was going 
to be too sluggish in moving, so you have to go to the people you 
know can do the job, but I would think you would start lining up 
those providers who can then immediately, if given a contract, 
move in. 

Hurricane Katrina was a disaster in more ways than one. If that 
is an example of how we respond to a natural or man-made disas- 
ter, we are going to perish. That was an absolute disaster. It is 
really scary to think that we are no better prepared. 

I represent the west coast. There is an airport adjacent to my 
district. We have bridges, we have freeways and so on. I don’t see 
us having the resources to move in and protect them. Homeland se- 
curity is not really about the land, it is about the people on the 
land. We need to be sure that those services are there when there 
is an emergency. 

Thank you so much, Mr. Chairman. 

Chairman Tom Davis [presiding]. Thank you very much. 

Ms. Norton. 

Ms. Norton. Mr. Chairman, first I want to thank you and the 
ranking member for this report, which exposes this extraordinary 
boondoggle, that means that this war has been a boondoggle for ev- 
erybody except the troops who are stuck in Iraq. I wanted to stop 
by amidst other duties this morning, and hope that during the 
course of the testimony and the questions you have uncovered why, 
how this long after the war over half the contracts have been no- 
bid contracts, whether there is something structural. I can’t believe 
that wasn’t somehow attempted to be answered. 

I must say, Mr. Chairman, that this report comes late in the 
war. But I want everybody to remember that during World War II, 
World War II, a war that had unanimous, shall I say, or virtually 
unanimous support of the American people, Harry Truman held 
hearings on contracting irregularities, during that war, when his 
party controlled the Senate, when his party controlled the White 
House. He held those hearings. Oversight of contracts, in the midst 
of a war that was supported by the American people. That is the 
way, it seems to me, is the pattern that this Congress has finally 
to assume. 

By the way, Harry Truman, instead of being punished for that, 
later became Vice President of the United States. That I think 

Chairman Tom Davis. I think he went higher than that. [Laugh- 
ter.] 
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Ms. Norton. Ultimately he went even higher than that. So it 
does show you that exposing such problems, Mr. Chairman, may 
not get you into trouble, it may help you. 

Mr. Chairman, I must tell you, you and I have shared the con- 
cern that in the national capital region that you and I both share 
as Members of Congress, we have shared the outrage that there 
has been a 40 percent cut in funds to this region, and would you 
believe, to New York City, so that when you read of homeland secu- 
rity contracts and the overruns that have come out in the report 
and the no-bid contracts that have continued, and you live where 
A1 Qaeda has most targeted, your outrage is very special. 

I have only one question, and I asked whether this question has 
been answered, and I am told it hasn’t been answered. It is really 
about perhaps one reason that at least the airport screeners con- 
tract cost so much more than it should have. That is something of 
interest to me also in my role on the Aviation Subcommittee. I am 
also with the chairman on the Homeland Security Committee as 
well. So it is very painful to see this waste in contracts. 

I understand this may be a question for Mr. Gunderson, I am not 
certain. But I would like to know why, and the testing that was 
done was not done at the assessment centers, at Pearson’s assess- 
ment centers, but apparently at hotels, some of them luxury hotels. 
Individuals at expensive hotels in cities like New York, where 
these were tested, cost the taxpayers, who are responsible for a 
good deal of the cost to the taxpayers, I understand that in New 
York City, TSA spent $14,000 for each person hired. That sounds 
pretty high. 

But I am truly interested in this testing, and whether or not TSA 
decided, or why this testing was done in hotels instead of an as- 
sessment center, why it was done in hotels where you had to rent 
the space, to test this equipment. 

Mr. Gunderson. Yes, I will address that. It fundamentally starts 
with the requirements. When the contract was awarded, the esti- 
mated value was just over $100 million. It was premised on the use 
of the Pearson recruiting model for assessing them and the other 
various aspects before you hire a screener, which was a decentral- 
ized process, meaning that the screeners would have to show up at 
wherever Pearson had established a center, they would be sent off 
to get whatever medical testing was required, and the other as- 
pects. 

There was a decision made shortly after the contract award that 
determined that the best way to do the recruiting was to use a dif- 
ferent model, which focused on getting closer to the airports, within 
a couple of hours, I believe was the baseline. That is what resulted 
in the changed model to end up using hotels. 

Ms. Norton. Did you ask if there was Government space that 
could be used in New York City and other places to do this testing 
of individuals to be screeners? 

Mr. Gunderson. I am not aware. 

Ms. Norton. Well, you can see my concern. I can see why people 
turn to hotels generally. But when you consider what the price, the 
cost of the most expensive place, the most expensive space in a 
place like New York City are hospitals, if you want to stay in a 
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hospital or a hotel room or space to he rented in a hotel room. 
Thank you very much, Mr. Chairman. 

Chairman Tom Davis. Thank you all very much. 

Mr. Van Hollen, do you want to ask some questions? 

Mr. Van Hollen. Thank you, Mr. Chairman. 

I apologize for missing the testimony. I was next door at another 
hearing, in another committee. But I did want to thank the chair- 
man and the ranking member and the staff for their report on this 
very important issue and trying to make sure that we don’t have 
the kind of rampant abuse of taxpayer dollars. 

I just wanted to focus on one issue that was raised in this report, 
and if I could, Mr. Zavada, I will ask you a question regarding the 
TSA contract with Unisys. I understand it was a $1 billion contract 
to upgrade computer networks at various airports. 

If you could just give us a sense of your assessment of how quick- 
ly money is being spent on this particular contract. There is appar- 
ently an issue on the payout schedule. 

Mr. Zavada. Yes. I don’t remember the exact numbers. But when 
we conducted our review, we found that much of the money that 
was on the contract was spent far in advance of the schedule. I 
think a lot of that was attributed to this issue of changing require- 
ments. This was at a point when TSA had a very limited procure- 
ment operation. The combination of the changing requirements 
with the lack of oversight resulted in the high costs. 

Mr. Van Hollen. Well, let me ask you about that question of 
changing requirements, or whether there was sort of an under- 
standing up front that there were going to be changes and a failure 
to anticipate the costs associated with those changes. Because as 
I understand it, and I want to know if this is true, TSA officials 
estimated the contract costs would reach $3 billion to $5 billion, 
but decided to set an artificial contract ceiling at $1 billion, despite 
expectation that it would be much higher. 

Mr. Zavada. What we said in our report was that at the billion 
dollar amount, we could not identify specific requirements that 
were attributed to that number. 

Mr. Van Hollen. Well, let me just make sure I understand that. 
Did you find that there was a belief or understanding that in fact 
the costs would be higher than $1 billion, or did you not find that? 

Mr. Zavada. My recollection from the report is that the ceiling 
on the contract was constrained, I think, by the budget. 

Mr. Van Hollen. Well, let me ask you this. As I understand it, 
there was a former chief information officer at TSA who said that 
he was instructed by senior administration officials to cite the $1 
billion cost figure to Congress and that they “pulled a number out 
of the air” that would “be more palatable.” Was that part of your 
finding? 

Mr. Zavada. Well, again, what I will say is that we could not 
identify specific requirements attributable to that billion dollar 
amount. So it was suspect in our mind. 

Mr. Van Hollen. Well, there is a reference that it would be 
more palatable. So that raises a question, more palatable compared 
to what. And the implication is more palatable compared to the 
higher number that everybody agreed would be more reasonable. 
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You didn’t find as part of your determination that there was a be- 
lief that it would be higher? 

Mr. Zavada. I believe we said in our report that some TSA offi- 
cials did tell us that it might be between $3 billion and $5 billion 
in total. I believe that is in our report. 

Mr. Van Hollen. And despite that assessment that they had at 
the time, Congress was told that it would be $1 billion, is that 
right? 

Mr. Zavada. I don’t know what was communicated to Congress. 

Mr. Van Hollen. You don’t know what the figure provided to 
Congress for the cost? Because my understanding is that Congress 
was told that it would be $1 billion. Does anyone have any knowl- 
edge of that at the table here? 

Ms. Duke. I don’t know if it was communicated to Congress, but 
that was the ceiling on the contract. So that was the maximum 
amount we could award under the Unisys contract. 

Mr. Van Hollen. I am just interested in a response. Here we 
have a situation where internally, according to testimony of people 
who were there, there was an understanding that the cost of this 
contract would be between up to $3 billion to $5 billion. And yet 
a ceiling on the contract was set at $1 billion. It just seems to be 
a case of obvious effort to mislead people with respect to what the 
true costs were. I am just interested in a response. I don’t know 
who was involved. 

Mr. Gunderson. I wasn’t there in the summer of 2002. I joined 
TSA in December 2002. But my understanding from a require- 
ments standpoint, when TSA was trying to assess what is that 
what I called the realm of IT requirements, they were having a dif- 
ficult job trying to get their hands around that. 

Ultimately, there was a decision made that OK, we know that we 
are going to have this billion dollar need, and that is what we are 
going to move forward with. Whether there might have been some- 
thing else beyond that, there may have been. But the decision was 
to award a contract that was able to be kind of geared toward the 
billion dollar ceiling. 

Mr. Van Hollen. Let me ask you this. Is the job going to get 
done for $1 billion? 

Mr. Gunderson. In some of the other contracts we have had, as 
TSA’s mission evolved, the requirements changed. So what may 
have set out to be done at $1 billion, other things came in and took 
different priorities. 

Mr. Van Hollen. Were you personally involved in this whole de- 
cision? 

Mr. Gunderson. No. 

Mr. Van Hollen. Because what you are saying really contradicts 
what I understand the record found. You are saying that it was $1 
billion, you set it and then there were changes that you discovered 
later on that caused this cost overrun. The testimony in the find- 
ings as I understand it, from the IG, are very different. It is that 
there was an understanding up front that this was going to cost 
more than $1 billion, and yet a contract ceiling was put on for $1 
billion, knowing full well that wasn’t going to be the case. 

Do you have information to suggest that is not what happened? 
Do you agree with the assessment that there were people inside 
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the Department of Homeland Security who knew full well that the 
costs were going to be more than $1 billion at the time they set 
a contract cap of $1 billion? 

Mr. Gunderson. What was written in the IG report is what I 
know with respect to a number larger than $1 billion. I don’t know 
of anything in my discussions at TSA that support the larger num- 
ber. 

Mr. Van Hollen. All right. Well, thank you. Thank you, Mr. 
Chairman. 

Chairman Tom Davis. Thank you very much. Just a couple 
wrap-ups and I will let you go. 

Ms. Duke, let me just ask you, who has contractual authority 
within the Department of Homeland Security? As the Chief Pro- 
curement Officer, do you have any warrants yourself, or do you just 
kind of oversee policy? 

Ms. Duke. I do not have a warrant. I oversee policy and I also 
directly supervise one of the eight contracting shops. 

Chairman Tom Davis. Does the CIO have any contracting au- 
thority? 

Ms. Duke. No. 

Chairman Tom Davis. He has no warrants, either? 

Ms. Duke. Correct. 

Chairman Tom Davis. Now, if someone has a product that they 
think they should sell, is it appropriate for them to talk to the CIO, 
or to you, to say, what are the needs of the Department? 

Ms. Duke. Yes, either. 

Chairman Tom Davis. And you don’t consider that selling to the 
Government, that is more of an information type of meeting? 

Ms. Duke. Yes. 

Chairman Tom Davis. If they actually want to sell it, they would 
have to talk to a procurement officer, isn’t that correct? 

Ms. Duke. Yes. 

Chairman Tom Davis. OK. There is a lot of misunderstanding 
about what you do. But you are kind of the policy shop at this 
point. A real problem comes down a couple tiers where you get to 
the people who are contracting who, you tell us you don’t have 
enough people, they need appropriate training. Do you have enough 
tools? Do you need more tools for contracting, like more share on 
savings contracts, more fixed price vehicles? Give us any thought 
on the vehicles that you have available for contracting. 

Ms. Duke. Share in savings or that type of methodology is some- 
thing we are looking at where, because of some new mission re- 
quirements we don’t have the up-front capital to deploy technology. 
So we are looking internally at how we could possibly do a share 
in savings type. 

Chairman Tom Davis. That limits your downside, doesn’t it? 

Ms. Duke. It does. But it is the standard argument of whether 
it is more expensive to do a lease-utility type of arrangement. But 
we are looking at that in the preparation of the fiscal year 2008 
budget submission. 

Chairman Tom Davis. Mr. Zavada, two of the contracts high- 
lighted in our staff report were managed by TSA. Congress has ex- 
empted TSA from the competitive acquisition laws. Do you think 
that TSA’s exemption helped or hurt its ability to award and man- 
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age the contracts for airport screeners and information technology 
infrastructure? 

Mr. Zavada. From my perspective, it seemed that the problems 
were so fundamental in terms of shifting requirements and lack of 
oversight that they might not have been related to the differing au- 
thority. 

Chairman Tom Davis. OK. What does that mean? [Laughter.] 

Mr. Zavada. I guess what I am saying is that in those two con- 
tracts, the pattern was similar. They had changing requirements, 
they had a lack of oversight. They were both at a time when TSA 
had just begun their operations and they were doing things on a 
very accelerated time table. 

Chairman Tom Davis. Thank you. 

Mr. Ely, let me just ask you, how is U.S. VISIT coming? That is 
the largest procurement, I think, from this Department, one that 
had some controversy in the House. How is that coming together? 
How is the oversight of that? How are contractors performing? How 
is the schedule? Can you give me a brief overview? Or if you can’t, 
I will ask Ms. Duke. 

Mr. Ely. Yes, this is more her area, sir. 

Chairman Tom Davis. That is a higher level, what you are kick- 
ing it up to. 

Ms. Duke. There was a recent report on U.S. VISIT in terms of 
contract management. It was rated as the contracts that DHS is 
administering itself are going actually well. Only about half of 
those are done by DHS and there are some done by other agencies. 

The main criticism has been whether it is an effective program. 
We are dealing with U.S. VISIT in terms of new credentialing pro- 
gramming office and trying to deal with it that way. But there 
have been questions about the effectiveness of the program. 

Chairman Tom Davis. The reason I ask is, you mentioned the 
GAO released a report stating that the Department’s management 
and oversight of U.S. VISIT related contracts are not yet at the 
level they need to adequately ensure success. We have a lot of the 
top contractors in the country working on this who have a lot of 
innovative — you have to rein them in and direct them. So often 
when these things go south it is the fact that we are not on top 
of them. I can’t emphasize enough how important it is that this 
contract work and that we bring this in. Can you assure us we are 
doing everything we can to oversee this, at least from your Depart- 
ment? 

Ms. Duke. Yes. 

Chairman Tom Davis. I think that is all I have. Anyone else? 
Mr. Van Hollen. 

Mr. Van Hollen. Mr. Chairman, just a couple of things. First 
of all, I want to say to Ms. Duke, welcome. I know you are rel- 
atively new to the Department and I wish you all the best. 

Chairman Tom Davis. She is a career employee, too, so they sent 
her up here today. 

Mr. Van Hollen. Yes, I know, and I wish you all the best as you 
try and clean up a lot of the mess that we have been talking about 
today. I hope all of us can work together to make sure that we ad- 
dress the serious problems that have come to light. 
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Just for the record, Mr. Chairman, with respect to the Unisys 
airport contract I was talking about, I would like to just point out 
that in the Office of Inspector General’s report that was issued in 
February, they said, “Several TSA officials said they never ex- 
pected to complete all of the contract objectives within the original 
contract ceiling and originally estimated the contract could cost be- 
tween $3 billion to $5 billion, but set the contract ceiling at $1 bil- 
lion.” And in a Washington Post article dated October 23, 2005, 
Patrick Schambach, who is the former chief information officer at 
TSA who managed the project, said that it was just a guess and 
that Government officials who spoke at a background briefing said 
that they knew at the time that the project would cost closer to $3 
billion, but used the $1 billion figure because it would be more pal- 
atable to Congress. Schambach said senior Transportation Depart- 
ment officials told him to cite the $1 billion figure. 

It is just outrageous, actually, that people would be trying to 
game Congress and trying to game the American people by provid- 
ing a number to the Congress that they know at the time they sub- 
mit it is wrong. We have unfortunately seen this in other legisla- 
tion and we don’t need to talk about the prescription drug bill and 
the changing estimates, one known at the administration at the 
time to be much higher in terms of cost to the American people 
than the number that was provided to Congress. 

But this kind of thing has to end, and I hope, Ms. Duke, on your 
watch it will certainly end with respect to procurement issues at 
the Department of Homeland Security. 

Thank you, Mr. Chairman. 

Chairman Tom Davis. Would you like to add anything? 

Ms. Duke. I am committed to working honestly and openly with 
this committee and Congress. I thank you for that opportunity. 

Chairman Tom Davis. Thank you very much. We will dismiss 
this panel and take a 2-minute break and get our next panel. 
Thank you. 

[Recess.] 

Chairman Tom Davis. The meeting will come to order. 

We have our second witness up today, no stranger to this com- 
mittee, Clark Kent Ervin. He is the director of the Homeland Secu- 
rity Initiative at the Aspen Institute. We very much appreciate 
your being here today. Of course, you have had prior work at 
Homeland Security to this. 

It is our policy that we swear you in. If you would rise and raise 
your right hand. 

[Witness sworn.] 

Chairman Tom Davis. Thank you very much. 

We expect a vote momentarily, but why don’t you go ahead, get 
your statement in and try to get through as quickly as we can. 
Thank you for your patience in being here today. 

STATEMENT OF CLARK KENT ERVIN, DIRECTOR, HOMELAND 
SECURITY INITIATIVE, THE ASPEN INSTITUTE 

Mr. Ervin. It is my pleasure, Mr. Chairman, and thank you very 
much, and ranking member all the members of the committee, very 
much for having me. Thank you for holding this hearing on a very 
important topic, needless to say. 
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Though the Department is only 3 years old, it has already firmly 
established a reputation, needless to say, as one of the more dys- 
functional agencies in Government. This is especially true in the 
area of procurement. This is not just a matter of wasting precious 
taxpayer dollars, as bad as that is, especially at a time of tight 
budgetary circumstances, it also constitutes a gap in our security 
that terrorists can exploit to kill Americans and harm our economy. 
Because every dollar wasted on a flawed contract or flawed con- 
tracting process is a dollar that could have been spent to make our 
Nation more secure. 

If that is the bad news, the good news is that lessons can be 
learned from the last 3 years. These lessons translate into several 
common sensical principles, as follows. 

First, the lesson to take away from FEMA’s disastrous perform- 
ance during Katrina and from TSA’s $19 million contract to set up 
an elaborate operations center is that all contracts should be com- 
peted, even when the dollar amount is under the legal threshold, 
to ensure that the best possible value is obtained for the American 
people. In the past, emergencies have been used to justify no-bid 
contracts. But emergencies, especially at a Department of Home- 
land Security, should be anticipated and planned for in advance by 
putting in place competitively bid contingency contracts, so that the 
Department is not forced to do in extremis what it would not will- 
ingly do under normal circumstances. 

Second, one lesson to take away from the Boeing Company’s $1.2 
billion contract to install and maintain explosive detection systems 
at airports is that under no circumstances should the Department 
allow contracts to become de facto illegal cost plus percentage of 
cost contracts. Such contracts are illegal for a good reason: because 
the higher the contract’s cost, the greater the contractor’s profit. 
There is no incentive for contractors to economize, and every incen- 
tive for them to overcharge. 

Third, another lesson to take away from that particular contract 
is that when the bulk of the work under a contract is to be done 
not by the prime contractor but by subcontractors, the Department 
should save money by cutting out the middleman and contracting 
directly with the subcontractors. 

Fourth, the lesson to take away from the $1 billion Unisys con- 
tract, which we have talked about, and also the $2 billion Secure 
Border Initiative contract, is that under no circumstances should a 
contractor be allowed to define contract requirements. If we leave 
it up to contractors to determine what Government agencies need, 
chances are high that contractors will decide that the agencies 
need more expensive things than they actually do. 

Fifth, under no circumstances should contractors in the business 
of providing the very goods and services at issue oversee the work 
of fellow contractors. 

Sixth, one of the lessons to take away from the contract to pro- 
vide limousine services to DHS personnel that has been linked to 
the Duke Cunningham congressional bribery case is that back- 
ground checks should be required not only on those of the contrac- 
tor’s employees who are to provide services under the contract, but 
also on the contractor’s officers, directors and major shareholders. 
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Seventh and finally, penalties should he built in contracts for 
failure to perform, tardiness, bonuses, performance awards and 
other incentives should be paid only when earned. 

In addition to the foregoing, the number of procurement officers 
in the Department should be significantly higher than it presently 
is. It is not just a question of throwing more bodies at the problem. 
The people hired should have years of Government contracting ex- 
perience. Otherwise, there will simply be more DHS procurement 
officials for more experienced private sector procurement experts to 
take advantage of 

Further, part of the problem with procurement is that the De- 
partment’s Chief Procurement Officer does not have the authority 
that her title implies. The CPO, as we just heard, lacks presently 
and should be given the power to hire, fire, and otherwise direct 
the work of the component procurement heads. Otherwise, compo- 
nents will continue to make discrete purchases that are not in the 
overall interest of the Department. 

I will submit the rest of my statement for the record, Mr. Chair- 
man, and will be happy to take your questions. Again, thank you 
very much. 

[The prepared statement of Mr. Ervin follows:] 
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TESTIMONY OF CLARK KENT ERVIN BEFORE THE HOUSE COMMITTEE 
ON GOVERNMENT REFORM ON THE SUBJECT OF ACQUISITION 
REFORM AT THE DEPARTMENT OF HOMELAND SECURITY, JULY 27. 2006 

Thank you, Mr. Chairman and Mr. Ranking Member, for inviting me to testify today on 
the state of contracting at the Department of Homeland Security. Though the department 
is only three years old, it has firmly established a reputation as one of the more 
dysfunctional agencies in government, and this is especially true in the area of 
procurement. This is not just a matter of wasting precious taxpayer dollars, as bad as that 
is, especially now at time of significant budgetary challenges. It also constitutes a gap in 
our security that terrorists can exploit to kilt Americans and harm our economy, because 
every dollar wasted on a flawed contract or flawed contracting process is a dollar that 
could have been spent to make our nation more secure. 

If this is the bad news, the good news is that lessons can be teamed from the last three 
years. These lessons translate into several commonsensical principles, as follows. 

First, the lesson to take away from FEMA’s disastrous contracting performance during 
Katrina, and from the TSA’s $19 million contract to set up an elaborate operations center, 
is that all contracts should be competed, even when the dollar amount is under the legal 
threshold, to ensure that the best possible value is obtained for the American people. In 
the past, “emergencies” have been used to justify no-bid contracts, but emergencies, 
especially at a Department of Homeland Security, should be anticipated and planned for 
in advance by putting in place competitively bid contingency contracts so that the 
department is not forced to do in extremis what it would not willingly do under normal 
circumstances. 

Second, one lesson to take away from Boeing’s $ 1 .2 billion contract to install and 
maintain explosive detection systems at airports is that under no circumstances should the 
department allow contracts to become de facto illegal “cost plus percentage of cost” 
contracts. Such contracts are illegal for a good reason - because the higher the contract’s 
cost the greater the contractors’ profit there is no incentive for contractors to economize 
and every incentive for them to overcharge. 

Third, another lesson to take away from that contract is that when the bulk of the work 
under a contract is to be done not by the prime contractor, but by subcontractors, the 
department should save money by cutting out the middleman and contracting directly 
with the subcontractors. 

Fourth, the lesson to take away from the $1 billion Unisys contract to supply TSA with 
an IT system is that under no circumstances should a contractor be allowed to define 
contract requirements. If we leave it up to contractors to determine what government 
agencies need, chances ape high that the contractors vrill decide that the agencies need 
more expensive things than they actually do. 
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Fifth, under no circumstances should contractors in the business of providing the very 
goods and services at issue oversee the work of fellow contractors. 

Sixth, one of the lessons to take away fi'om the contract to provide limousine services to 
DHS personnel that has been Imked to the Duke Cunningham congressional bribery case 
is that background checks should be required not only on those of the contractor’s 
employees who are to provide services under the contract but also on the contractor’s 
officers, directors, and major shareholders. 

Seventh, penalties should be built in contracts for failure to perform and tardiness, and 
bonuses, performance awards, and other incentives should be paid only when earned. 

In addition to the foregoing, the number of procurement officers in the department should 
be significantly higher than it presently is. And, it’s not just a question of throwing more 
bodies at the problem; the people hired should have years of government contracting 
experience. Otherwise, there will simply be more DHS procurement officials for more 
experienced private sector procurement experts to take advantage of. 

Further, part of the problem with procurement is that the department’s “Chief’ 
Procurement Officer” does not have the authority that her title implies. The CPO should 
be given the power to hire, fire, and otherwise direct the work of the component 
procurement heads; otherwise, components will continue to make discrete purchases that 
are not in the overall interest of the department. This has been a problem since day one, 
not only with regard to the Chief Procurement Officer, but also with regard to the Chief 
Financial Officer and the Chief Information Officer. Secretary Ridge was never willing to 
fix the problem, and despite a “second stage review” that promised to fix problems like 
this one, Secretary Chertoff has likewise failed to address it. 

Moreover, I suggest investigating the degree to which DHS, relative to other agencies its 
size, relies on contractors to perform its core functions. (This suggestion was prompted 
by my surprise recently when, to request that a department official attend a meeting I had 
to make the request through a contractor who keeps his schedule.) 

Finally, it is critical that the department’s Office of Inspector General have the resources 
necessary to audit major department contracts. To ensure that the OIG has the resources 
to do so, consideration should be given to setting aside a small percentage of each 
increase in the annual DHS budget to fund such OIG oversight. 

Thank you, again, for your invitation, and I look forward to answering your questions. 

Clark Kent Ervin 

Former Inspector General 

United States Department of Homeland Security 

Director, Homeland Security Initiative 

The Aspen Institute 
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Chairman Tom Davis. I will just say, I think your testimony 
speaks for itself. I think you have given us some very good sugges- 
tions. 

Mr. Waxman. 

Mr. Waxman. Thank you, Mr. Chairman. I also agree with the 
chairman. I think you have given us very specific, important sug- 
gestions for improving the way contracts are handled. 

You have been the Inspector General for DHS. You have exam- 
ined several of the most problematic Homeland Security contracts. 
I want your frank insights as to what went wrong and how we can 
fix it, so that future contracts increase our security and protect the 
taxpayer. 

I asked the previous panel about contracts for border security. 
They had this contract called ISIS. Over $400 million was spent on 
thousands of cameras and sensors to monitor our borders, and then 
these cameras malfunctioned. If the weather was bad, it didn’t 
work at all. And it only covered 5 percent of the border. 

So they realized that is not going to protect our border. Now 
DHS, after botching this one, is trying to develop another contract. 
But they didn’t seem to learn their lessons. Instead, they have this 
vague proposal, request for proposals, with words like, we want 
something that is highly reliable, available, maintainable, cost ef- 
fective, to manage, control and secure the border using the optimal 
mix of proven, current and next generation technology, infrastruc- 
ture, personnel response capabilities and processes. 

Now, that sounds good, but it is so vague. Does this adequately 
define technical or cost requirements? Aren’t they just making the 
same mistake over and over again? 

Mr. Ervin. You are absolutely right, Mr. Waxman. Einstein de- 
fined insanity as doing the same thing over and over again and ex- 
pecting a different result. In fact, it is not just ISIS. Before ISIS, 
or rather, before the Secure Border Initiative, right after ISIS, 
there was the American Shield Initiative that was intended to do 
the very same thing, a combination of more border patrol agents 
and greater use of technology. 

So essentially, we have the same thing with the Secure Border 
Initiative, but arguably it is worse in this instance, because as you 
say, of the vagaries of the contract mechanism let here. Under no 
circumstances, as I say, it seems to me, should any department, es- 
pecially the Department of Homeland Security, leave it up to con- 
tractors to define exactly what it is the Department should obtain, 
because needless to say, it is pretty clear that the contractors are 
going to decide that the Department needs more expensive tech- 
nology than it actually does. It is highly questionable whether in 
the end the technology will actually work. 

Mr. Waxman. Well, it is really amazing to me. The Republicans 
are saying, we have to do something to protect our borders, we 
have all these people coming to the borders, it is an open border, 
in effect, even terrorists can get through. But certainly millions of 
illegals are getting through. 

So they are going around the country holding hearings on this 
problem. Some of them have suggested already they passed the bill 
before they had the hearings. We ought to build this huge fence. 
Now, can you imagine what it would be like if they follow these 
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kinds of procedures? They are going to say to contractors, give us 
a contract, we will spend whatever billions it takes to b^uild a 
fence? Do you think that is a clear enough idea of how to protect 
the borders? 

Mr. Ervin. Absolutely not. It is the job of Government to decide 
how to execute policy. If the policy judgment has been made that 
we need to secure our border, and certainly, we do need to secure 
our border, and I support that policy judgment, needless to say, 
then it is up to the Government to determine exactly how that 
should be done, and then to define contract requirements for con- 
tractors to follow, not the other way around. 

Mr. Waxman. Well, I want to commend you for your work as In- 
spector General, your testimony to us today. I hope this hearing 
will serve as a wakeup call for the administration. This utter in- 
competence has to stop. Americans deserve better than more of the 
same, and we need to head in a new direction. 

I yield back. Thank you. 

Chairman Tom Davis. Thank you. 

Mr. Cummings. 

Mr. Cummings. Just very briefly. I too agree that you have done 
a great job here. 

But I am just wondering, is this basically incompetence? Is it a 
lack of — it seems like it is deja vu all over again. I am just trying 
to figure out, is it that we are hiring the wrong people? Is it struc- 
tural? In other words, the structure of the process. Is it a systemic 
process? 

I just want to get down to the nitty-gritty of it, the bottom line. 

Mr. Ervin. I think that is a key question, Mr. Cummings. I guess 
I would start by saying that all of these problems that we are talk- 
ing about here today were anticipated at the very beginning. I 
wrote a memo, or attempted to write a memo, to the then-Sec- 
retary. Secretary Ridge and to the Deputy Secretary, Gordon Eng- 
land, on March 18, 2003, which was less than a month after the 
Department was officially established. In that memo, I said, two 
areas that DHS needs to get control of early to minimize waste and 
abuse are the procurement and grant management functions, get- 
ting the right leadership and systems in place for both functions 
should be made a high priority. Early attention to strong systems 
and controls for acquisition and related businesses processes will 
be critical to ensuring success and maintaining integrity and ac- 
countability. 

I subsequently found out that this memo actually did not make 
it to the Secretary and the Deputy Secretary because it was held 
up in the clearance process, even though Inspector General memos 
are not to be held up, uniquely, unlike any other communication 
from any other official in the Department, by, of all people, the 
Under Secretary for Management. Her rationale, I subsequently 
learned, for having done that, was that she knew that the controls 
I was recommending were not in place and she didn’t want the Sec- 
retary to know that. 

So the seeds of all this were laid at the beginning. To answer 
your question directly, I think it is a combination of things. Eirst 
of all, incompetence, as you say. Two, I think under-funding. And 
I say that as a conservative Republican who typically does not call 
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for greater Government spending. But you can’t do anything on the 
cheap, and you certainly can’t do homeland security on the cheap. 
And a key part of homeland security is procurement. There were 
too few, at the beginning, there were too few and there remain too 
few procurement professionals. As I say, it is not just a question 
of numbers, but we need people who are also experienced and ex- 
pert in this area. 

Finally, I would say it is a question of accountability. There are 
no consequences when on a repeated basis these kinds of things 
happen. One of the questions in the earlier round was whether 
there had been any penalties meted out against the companies that 
failed to perform in these instances. We heard in prior testimony 
that at least one of these companies continues to perform contracts 
for the Department. 

And by the way, finally, I would say, people in the Department 
of Homeland Security who oversaw these functions subsequently go 
on to the private sector to some of the very companies that have 
taken advantage of the Department. 

So unless and until we get to these root problems, this kind of 
thing will happen again and again. 

Mr. Cummings. Mr. Chairman, I will submit some written ques- 
tions. 

[The prepared statement of Hon. Elijah E. Cummings follows:] 
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U.S. House of Representatives 
109*'' Congress 

Opening Statement 

Representative Elijah E. Cummings, D-Maryland 
Full Committee Hearing: 

“Code Yellow: Is the DHS Acquisition Bureaucracy a Formula for Disaster?” 
Committee on Government Reform 

July 27, 2006 


Mr. Chairman, 

Thank you for holding this vitally important hearing on waste, fraud and mismanagement 
in contracting practices at the Department of Homeland Security (DHS). 

As you know, since its inception, DHS and its predecessor agencies have entered into 
contracts worth well over $20 billion. Last year alone, it entered into over 63,000 
contracts worth $10 billion. Notably, more than half of those were no-bid contracts. 

The opportunity for waste under such a system is great. 

Officials at DHS have proven time and again that they will dole out taxpayer dollars to 
contractors that are unable, or unwilling to get the job done. Worse yet, they continue to 
do so without seeking the best price available. 

Efforts to secure our borders illustrate this point. 


Last week in the Subcommittee on Criminal Justice, Drug Policy and Human Resources, 
on which I serve as ranking member, we held a joint hearing with Subcommittee on 
Economic Security, Infrastructure Protection and Cybersecurity entitled, “Fencing the 
Border: Constmction Options and Strategic Placement.” 

During that hearing we heard testimony on how much it would cost to build a fence on 
our Southern border. Under most estimates, it would be about $1 million per mile— 
that’s about $380 million under in the Senate bill, and at least $700 million in the House 
version. It’s no small project. 

As I listened to the witness’s testimonies, I could not help but consider the potential for 
waste, fraud and mismanagement associated with such a project. 

If past experience is any indication, the outlook is not good. The Office of Border Patrol 
m 1997 spent $429 million to deploy thousands of cameras and sensors on the Mexican 
and Canadian borders that don’t work. 
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The program known as the Integrated Surveillance and Intelligence System (ISIS) is 
largely ineffective because the cameras used do not have the ability to detect movement 
automatically, allowing illegal activity to go unnoticed unless border patrol personnel are 
monitoring the cameras at the time. 

Furthermore, the cameras frequently lose power, they malfunction when exposed to 
snow, ice, humidity, and extreme temperatures — and they only cover about 5 percent of 
the border. 

I think we can assume that DHS could have anticipated at least some of these problems 
before it spent $429 million on the project. 

And yet, the department appears to have learned little from this mistake. DHS is 
preparing to award a new $2 billion contract to secure the border— but DHS has not yet 
determined how it intends to accomplish this goal. Shouldn’t this be determined before a 
$2 billion contract is awarded? 

Incredibly, DHS Deputy Secretary Michael Jackson told potential bidders for the 
contract: “We’re asking you to come back and tell us how to do our business.” 


That is a statement we simply cannot justify to the American people. No businessman in 
his right mind would award a contract of that magnitude for an undefined project. There 
is no reason why government officials should act differently. 

We have an obligation to be good stewards of taxpayer dollars, and to run government as 
effectively and efficiently as possible. Unfortunately, it consistently fails to live up to 
that standard. 

I want to thank the Chairman and the Ranking Member for their attention to this vitally 
important issue. 

I look forward to the testimonies of today’s witnesses and yield back the balance of my 
time. 
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Chairman Tom Davis. Thank you very much. 

Mr. Van Hollen. 

Mr. Van Hollen. In light of the time, I will be very brief as well. 
I want to thank you for your testimony. I think it is particularly 
valuable, because as others have said, you have some very specific 
recommendations in here that I would hope on a bipartisan basis 
we could implement as soon as possible. 

Your last remark suggested that if maybe the memo had gotten 
to the top, maybe someone would have done something about it. I 
do believe leadership starts at the top. I do know elsewhere you 
have said that in fact you were able to at least have a conversation 
with Secretary Ridge about this, and sort of the response you got 
at the time was, why are you always being so critical. Well, if your 
early warning had been heard then, we might be in a better posi- 
tion today. 

Can you just briefly, that was the response you got from the very 
top leadership, what are you so worried about, why are you always 
carping about this. Can you just respond to that? 

Mr. Ervin. That unfortunately is an attitude that I found time 
and again at the Department of Homeland Security. Rather than 
seeing these kinds of recommendations as being helpful and as the 
kind of thing that if put in place could reflect well on the Depart- 
ment, on the administration, instead, as you suggest, all too often 
it was taken the wrong way. 

But the good news, as I say, is that it is not too late. We can 
prevent these kinds of abuses from going forward in the future if 
the recommendations that I am advancing today are put in place. 

Chairman Tom Davis. I was going to ask you how you got the 
name Clark Kent Ervin before we started, but you have certainly 
shown yourself bullet proof to some of the occurrences during your 
career. [Laughter.] 

Thank you. You have given us a lot of food for thought on this. 
This is not a political issue, it is our job as oversight. We appre- 
ciate you coming forward, and others, trying to identify problems. 
We are trying to solve them for the American people and solve 
them money. This has been very, very helpful to us. Thank you for 
your patience and thank you for your great testimony. 

Thank you. 

At this point, I think we have, Mr. Waxman thanks me for ask- 
ing you about the Clark Kent question. [Laughter.] 

At this point, I think this has exhausted us, and I am going to 
adjourn the hearing. Thank you very much. 

[Whereupon, at 12:15 p.m., the subcommittee was adjourned.] 

[The prepared statement of Hon. Todd Russell Platts and addi- 
tional information submitted for the hearing record follows:] 
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Committee on Government Reform 



Statementof 

Rep. Todd Russell Platts, Pa-19 

Chairman, Subcommittee on Government Management, Finance and Accountabiuty 


For Immediate Release: 
July 27, 2006 


Contact: Tabetha Mueller 
(202) 225-3741 


Thank you for holding this important hearing, Mr. Chairman. 

The problems that have been detailed today are concerning, and they are precisely the reason I 
introduced the DHS Financial Accountability Act [P.L. 108-330] during the 108'" Congress, which the 
President signed into law on October 16, 2004. That law puts DHS under the most stringent audit 
requirements of any Federal agency. 

The contracting problems we are hearing about today are the result of breakdowns in internal 
controls - the checks and balances that should be in place to ensure that every transaction is done 
properly. Under the DHS Financial Accountability Act, the Department has to document their internal 
controls and have an auditor attest to the effectiveness of those controls. 

This type of review - the equivalent of going through DHS accounting practices with a fine- 
tooth comb - is the only way to get to the root cause of contracting problems. The reviews are 
underway as we speak, and the internal controls audit opinion and accompanying report will be issued 
on November 15, 2006. 

Perhaps more important than the report is the work that is going on right now. It is my 
understanding that the Office of the Inspector General has been working to present its findings 
quarterly to the Office of the CFO - providing clear recommendations and measuring progress during 
the fiscal year. This internal controls audit report will assist the Committee in its oversight efforts, but 
most importantly will help DHS management improve the effectiveness of internal controls and go a 
long way toward providing a long term solution to the problems we are hearing about today. 

Thank you, Mr. Chairman, for your help in passing the DHS Financial Accountability Act, both 
as an original cosponsor of the bill and as a champion of its passage in Committee and the House. 
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Fcbruaiy 13, 2002 


Tl» Honoidale Tam Ridge 

Assistant to the President for Homeland Security 

Office of Homeland Security 

The White House 

1600 Pennsylvania Avenue, N.W. 

Washinf^on, DC 20500 


Dear Governor Ridge: 


writing on behalf of Mr. Glen Gayiinn, who is President of the Liberty K9 Detection Teams 
Tro^ain and a resident of Norwallc, Connecticut 

Gayiinn contiKtcd ray office concerning the xwed for more bomb sniffing dog teams for 
mcrc^d security in airports and other fecUitics throughout the country. He believes his program 
pro\adcs a unique approach to training large numbers of K9 teams to meet die demand for these 
services. Please find enclosed a copy of Mr. Gaylsnn’s' correspondence with my office. As this is 
a mailer under your jurisdiction, I am referring his letter to you for an appropriate response. 

Thank you for your care and attention to this matter. 
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May 1 1, 2005 

Director* Departmen t of Homeland Security 

Office of the National Explosives DetecSoii Canrae Team 

TSA HQ: TSA.18601 South 12th Street 

Ariiiigton, Virginia 22202-4220 

Dear Dave: 

1 am nmting on behalf of Glen Gaylion, Prcirident of Liberty K9 
Detrction Teams, who has presented me widi a ino g tatn to t rain 
a^ implement K9 detection teama. According to Mr. Gaylinn, 
his program would produce unprecedented mindxn of those 
teams for the deployment of bomb and cbemicai/bioiogical 
detection in the field. 

Mr. Gaylirm believes that K9 detection teams are the most 
effective tnems of detecting explosives and chemical/biological 
agents, both in terms ofpetfonnance and cost-effectiveness. His 
research finds curt cut conventional methods used to train those 
teams is not sufticient to meet post-9/l 1 security demands, and 1 
feel his research merits consideration. 

Mr. Gaylinn and his associates have expressed their willingness 
to meet wifli you at your convenieiare to finther explain and 
represent their proposal. He can be reached at: 

Liberty K9 Detection Teams Program 
1 77 MacDougal SI. Suite #3 
New York, NY 1001 1 
Glcn74@Ml.oom 212/375-1712 

Thank you for your consideration. Iflcanbeoflitrlher 
assistance in this matter, please do not hesitate to contact my 
CSiief of Staff, Betsy Hawkings, at 202/225-5541 . 


www.honte.^^ajs 
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H.l Deprlng&t 8[ Doneliiti lecoritii 


AUS 2 8 »3 


The Honorable Joseph I, Ueberman 
UnSed Stetos Senate 
Washington, D.0. 20510 

Dear Senator Ltebetrnan: 

Thank you for your letter on behalf of your consfflgent, Mr. Glen Gaylta. In your 
conBspondence, you lequesteo that we review Mr. Gaytnn's concerns aboU the 
need for borri) sniffing dog teams for the Department of Homeland Securtty (DHS). 
The Bureau of Customs and Border ProtecBon (CBP) has recently completed #a 
le^ew of this matter. Please alow me to outline our flndings. 

The U.S. Customs Service, U.3. Border Patrol, and parts of the U.S. Immigiation 
and Naturalization Service and the U.S. Department of Agricutture merged on 
Merch 1 . 2003, and became CBP. The merge resulted In the consoUsfion of 
resources to include canine ofTicere and cardne traintog academies of each 
legacy' agency. The consoBdatlon of these workforces drematlcaDy Increased the 
effectiveness efficiency of canine enforcement acllvily all across our Nation's 
borders. 

The CSP Canine Program hae increased In both size and signillcencs to support 
our anb-terrorism missian. Our current staffing Inctudaa more than 1 ,381 canine 
teams covering 72 ports of entry. Three canine enforcement tratoing centers 
operate munddhe-clock and have the capacity to train a sidfIdBnt number of 
canino teams annualy for Federal, Stale, and local law enforcement agencies. 

The CBP mission of deterring tenorist sttscks yijtbih-lhs United Slates and 
reducing America's vulnetablllty to terrorism lb well supportedfoy the ongoing 
efforts of our explosive, chemical, narcotic. curraney .egneultorB, and concealed- 
human detecterdog teams. The CBP canine enforcement program will continue to 
sal the highest standard In toe training of detector dogs. 


iiithtiui.i;. mu 
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-At this time, CBP is not,off9rina.fedsra|.onaiits tor csnhe-sp^c^eai^. 

Holwovar, <«4r research do^ indicate the Bureau of Ate^oi.T^opacw, 

Flreanr* and Explosives rnay have a federal gr^ avaSable for training of 

st^ and toc8^ law enfon»mertf agencies te connection with iha trainir^ arid 

acquisidon of canlneB for ©xptosivea and fire eccetefants." 

I appreciate your Intaast in the Department of Homeland Seourity, fwljf ^ok forward 
to wor1<teg wah you on future homeland seciffity fesu^ If 1?®,^ 
assistance, please contact the Office of Legislative Affairs at (^2) 205-4412. 




Pamela J. Turner 

Asei^nt Secretary for Legteiative Affaire 


Detection Teams Program *,2001 

July 21, 2006 

Dear House Committee Members: 


On behalf of my associates and as President of Liberty K9 Detection Teams Association, 
I am submitting this testimonial to relate our frustration at interacting with the DHS. 

Our association, comprised of some of this country's foremost experts in K9 bomb 
detection, offers a program which can output 15X the current federal rate of production 
of quality bomb dog teams at a cost lower than the current federal allocation, (proposal 
attached). Several house committee members have reviewed, and were all intrigued at 
the design and merits of our program. They each commented that DHS was set up to 
jump-start programs such as ours due to the new terrorism paradigm of 9/1 1 . We were 
advised to submit our proposal to the DHS as an “unsolicited proposal”. 

12/2001: Faxed our proposal to the Homeland Security Office as they instructed, (2X). 

2/2002: Sen. Lieberman requested a review of our program from Tom Ridge, (attached). 

6/2002: D.C. Police Sgt. Process Server is not granted an appointment to make delivery 
of our proposal to the Homeland Security Office, (notarized statement attached). 

2003-2005: Our proposal is submitted on three occasions to the DHS in exact 

compliance as an “Unsolicited Proposal”, (certified return receipt ID’s attached). 

3/2005: DHS Dir. Kontny confirms via phone that he is in possession of our proposal. 

5/2005: Congressman Shays’ Chief of Staff; Betsy Hawkings, wrote to Dir. Kontny at 
DHS requesting a review of the Liberty K9 proposal, (attached). 

2/2006: Ms. Snyder, (asst, to DHS Dir. Kontny), requested that we submit our proposal 
yet a fourth time. We did so on 4/20/2006. This time DHS has not returned the 
receipt of delivery, but I have attached the proof of certified mail receipt. 

Our 26 page proposal has been submitted for review to the DHS on 9 occasions and has 
not received a legitimate review or critique of our program to date. 

On 4/2006, DHS sent us a copy of a brief “review” to Senator Lieberman dated 8/2003, 
(attached). The note states that their findings are that the consolidation of the resources 
of the new DHS has “increased the effectiveness and efficiency of canine enforcement 
activity all across our Nation’s borders”, and that they “have the capacity to train a 
sufficient number of canine teams annually.” There was no review or reference to our 
proposal in the brief and seemingly defensive note. 

Interestingly; On 9/28/2005, the findings of a House Committee hearing: “Sniffing Out 
Terrorism: The Use of Dogs in Homeland Security”, (with testimonial given by 
Department Directors of DHS), as well as an extensive research report conducted by our 
association directly refuted the above contention. 


177 MacDougal Street Suite #3 ★ New York, NY 1001 1 
Phone: (212) 375-1712 ★ Fax: (801) 788-1824 
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Detection Teams Program e^ooi 


It is our deepest hope that this committee will seriously take the steps necessary to 
eradicate the cumbersome bureaucratic red tape at the DHS and help to allow more 
creative thinking from the private sector to assist in defending our nation from a most 
threatening adversary. 

If I can be of any further assistance to the committee on this matter, it would be my 
honor to avail myself to you. 


Sincerely, 


Glen Gaylinn, President 

Liberty K9 Detection Teams Program © 2001 

177 MacDougal St. Suite 3 

New York, NY 1001 1 

(212) 375- 1712 


177 MacDougal Street Suite #3 ★ New York, NY 1001 1 
Phone: (212) 375-1712 ★ Fax: (801) 788-1824 
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LIBERTY K9 

Detection Teams Program 



Output of 1 ,000 Teams Per Year 
(10X Current National Rate) 


Proposal for implementation to the 
Department of Homeland Security 


Cop^ght ®i2d0l 
Glen Gaylinn, President 
(212)375-1712 
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EXECUTIVE SUMMARY 

Liberty K9 Detection Teams Program offers a viable solution to remedy 
an acute shortage in production of K9 Detection Teams, due to the incredible 
demand for them since 9/1 1/2001. These teams have been proven for decades 
to be the most effective, reliable, and efficient means of terrorism prevention. 
They also serve as a visible deterrent to terrorists as well as an obvious and 
acceptable statement to the citizenry of our anti-terrorism efforts. 

Our proposal asks to assist in consulting the United States Government’s 
Department of Homeland Security on their current Bomb Dog Production. 
Liberty K9 offers to either on its own, or working with the current federal 
program in a consulting role; develop and operate a restricted compound which 
will supply upwards of 1,000 quality Detection K9 Teams per year. Each team 
consists of a trained and certified Detection K9 and Handler. 

Our program will revolutionize the entire process for development of such 
teams. The Liberty K9 compound will operate as an institution which will bring 
together a staff of over 70 of the nation’s most highly skilled professionals in K9 
Detection Training and in K9 care. We will work with approximately 200 
Detection Teams at a time, over a 10-week course. This uniqueness will allow 
us to create the mentioned 1,000 quality K9 Detection teams each year. 

These K9 Detection Teams can then be deployed under contract by 
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the Federal Government, (Department of Homeland Security), as well as by the 
private sector, to protect the public and to preserve the liberties of our citizens. 


Our team is comprised of our nation’s foremost leading irmovators and 
experts in the fields of K9/Handler Detection Training and K9 care. Our 
reputations in our respective and applicable fields are unmatched nationwide. 
Our creative, ground-breaking insights within our professions and our strict 
adherence to quality leads us to contend that we are the best candidates for 
this noble and necessary task. 
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PROBLEM 

Our civil liberties have been compromised due to the reality that 
terrorism is now, and will always be, a constant threat in our society. More 
broadly, the way in which we go about our lives will be bogged down in 
cumbersome individual personal searches and screenings such that we vidll not 
be able to enjoy the fruits of the standard of living that this country has 
afforded us before September 1 1, 2001. 

The following is an elementary and partial list of categories that will now 
be compromised by the current inefficient methods of insuring our safety from 
terrorist activities: Airports, Train 66 Bus Stations, Bridges, Tunnels, Borders, 
Sea Ports, Sport Stadiums, Concert Arenas, Theaters, Shopping Malls, Schools, 
Factories, Power Plants, Hospitals, Fuel Depots, Governmental Facilities, 
etc... 

The current methods of screening individuals, vehicles, and containers 
are both grossly inefEcient and understaffed. Thorough Pat/Scan searches for 
individuals entering events such as the 2001 World Series at Yankee stadium 
took patrons 4 % hours to enter after 9/11. Furthermore, the irony of many 
current methods of protection of our civil liberties end up actually infringing 
on our civil liberties, as in the cases of racial profiling and intrusive, empty 
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investigations. Manpower alone is clearly not the answer to the problem. 

The new technology vapor scanning devices, (while only marginally 
effective), are currently making erroneous and unproven claims, (according to 

most detection experts, including those listed in this writing). The U.S. 
Government has not approved most of these devices. They remain incredibly 
expensive at over one million dollars per unit to install. There are over 2,200 
airport terminals in this country, equaling a cost of over 2.2 biUion dollars for 
just this institution’s security needs alone. 

The only proven and reliable bomb and accelerant detection method 
currently in use today is Detection K9 Teams. It should be noted that such 
teams are also capable of detecting some forms of the current bio-terrorist 
threat, as in “Dirty Nukes”, as there must be an explosive device used to 
disperse the radiation. Clearly there are not enough K9 Detection Teams to 
meet the pressing needs of our nation. 

Currently, the existing federal bomb dog program reports on then- 
website, that they are planning to ramp up their operations to put out about 
120 Detection K9 Teams per year at an annual cost of about 17 miEion doEars. 
WhEe Liberty K9 has tremendous respect for their efforts and personnel; they 
are simply not set up to mass-produce the Quality K9 Detection Teams 
needed to adequately secure our nation. 
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STATEMENT OF NEED 

1. Secure and build a suitable, (sizable), training compound. 

2. Attract the most competent K9 Detection Trainers. 

3. Establish an on-site Veterinary Hospital and staff. 

4. Establish an on site DEA/ATF certified Explosives Laboratory and staff. 

5. Establish and staff eight separate security kennels, capable of safely 
housing twenty six, (26), K9s each. 

6. Establish and staff a K9 “Screening and Preparatory”, (S&P). facility for 
acquiring suitable K9s, and readying them for Detection Tr ainin g 

7. Constructing multiple training staging sites on compound. 

8. Acquiring competent K9s for Detection Training. 

9. Constructing dormitories and appropriate living facilities for the K9 
Handlers during their course. 

10. Constructing and staffing the needs of the operational administration, 
(Includes staff directors, legal, marketing, recruitment, & accounting depts.) 

11. Contracting a capable security team in and around the compound. 
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OPERATIONAL DESCRIPTION 

liberty K9, Inc. will operate a unique high security compound which will 
supply upwards of 1,000 certified Detection K9 Teams for use by the Federal 
Government each year. These teams will then be employed for use by the 
Federal Government. Liberty K9 will also train additional teams to operate as 
Independent Contractors for use by the private sector, as needed. All Detection 
Teams produced by Liberty K9 will be required to obtain “individual use” 
approval from the Federal Government. 

Detection K9 teams will be trained specifically for the limited use as 
Chemical Accelerant and Explosive Detection Screeners. This may include some 
forms of Bio-Chemicals and “Dirty Nukes” radiation detection as well. 

Liberty K9’s Screening and Preparatory staff will scour the over-crowded 
dog shelters of the U.S. for capable detection K9s. A donation will be given to 
participating shelters. Liberty K9 will also purchase K9s from breeders to meet 
demand, as well as commence large scale breeding of competent Detection K9s. 
The S8 eP staff will then prepare the K9s and their handlers for a one week 
period, to ready the K9s for the Detection Training Program. 
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K9s will be kept in Liberty K9’s secured kennels. An on-site veteiinaiy 
hospital, staff and kennel staff will provide around the clock supervision. 

Initially the program will attract and screen qualified handlers, similar 
to the current U.S. Sky Marshall Program. It will seek primarily retired police 
and inactive military personnel. Handlers will pay a tuition of $15,000 for a 

career as a K9 Detection Handler. The program will consist of a 10-week 
training course at the Liberty K9 facUity. Handlers will be supplied by 
Liberty K9 with ownership of a certified Detection K9. 

Liberty K9, Inc. will provide living accommodations for the Handlers on 
premises for the 10-week course duration. 

Private individuals, (male or female), wishing to become handlers will be 
screened by the U.S. Government for approval in the program, and will be 
responsible for their own tuition. The U.S. Government may choose to fund it’s 
ex-militaiy and law enforcement retirees the tuition for this career. 

A staff of 25 of the most highly qualified K9 Detection Trainers on our 
staff will train 200 teams per 10-week period. They will consist of squads of 10 
teams per trainer, (5 trainers will rotate out). Each K9 will bond/train with 
a handler on a ONE ON ONE BASIS ONLY during the 10-week training 
period, to ensure effective quality control. 

The training methods and course curriculum will be staff supervised, 
in concert with the country’s leading expert authorities in Detection Training. 
The compound will offer the most realistic mock-up scenarios of vulnerable 
institutions and facilities. At conclusion, the teams will be fully capable of 
meeting current DEA/ ATF tests for Detection K9 Teams and will be granted for 
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certification by the DEA/ATF. 

Liberty K9 will require that ALL of its graduates return once every 18 
months for a three day re-certification and “methods update” mini-program. 
There will be a $500 fee to independent contractors for this refresher program. 
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LIBERTY OOMPOUNE? LAYOUT 

('APPROXIMATELY 30 AORES; 
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TIME LINE 


Days 1 - 60:l)Secure lease on compound property. 

2) Commence construction of temporary kennels, training sites 
and essential facilities. 

3) Recruit Detection training staff. 

4) Recruit and screen K9s. 

Days 61-90: 5)Recruit and screen Handlers. 

6)Commence training first group on trial run. 

Months 4-6: 7)Certify first graduates of Liberty K9 Detection Teams and place 
them for use with direction from Dept of Homeland Security. 

SJCommence construction of permanent compound facilities. 

9)Continue with next cycle of K9 Detection Teams, (recruitment 
and training). 
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ANNUAL OPERATIONAL BUDGET 


REVENUE: 

1000 Detection Teams per year at $15,000 each, {tuition). 

+ Refresher training/re-certification intervals at $500. (EST.) $16,000,000 


EXPENSES: 

Utilities $250,000 

Supplies, {from Vets.to dog food to training) $500,000 

Dormitory, {foodservice/housekeeping for 300) $3,500,000 

Marketing/ Advertising $300,000 

ASPCA Donations & Purchases from Breeders $650,000 

Insurance $400,000 

Salaries: 


Project Administrator, {Org. CEO) 
Attorney, {CEO) 

Director of Detection Training, {CEO) 
Accountant 

Marketing team {2 x 8675k) 
Veterinarians {2x$100k) 
Veterinary Techs. {3 x $40k) 
Detection Trainers {25 x $100k) 
Screening/Prep. {S&P) Trainer 
DEA Cert. Accelerant Specialists {2 x 
Kennel Staff {16 x $35k) 

Training Site Engineers {2 x $7 5k) 
Compound Security {6 x $35k) 
Maintenance crew {4 x $35k) 
Secretaries (4 x $40k) 

Health Plan 71 employees: 

TOTAL ANNUAL EXPENSES: 

ANNUAL NET OPERATING SURPLUS: 


$75k) 


$225,000 

$200,000 

$200,000 

$100,000 

$150,000 

$200,000 

$120,000 

$2,500,000 

$75,000 

$150,000 

$560,000 

$150,000 

$210,000 

$140,000 

$160,000 

$120.000 


$10.860.000 
* $4,140,000 


***OPENING START UP COSTS: 

Property: 

Initial emergency setup 
Entire compound facilities 

TOTAL START UP COST: 


$1,500,000 

$500,000 

$22.000.000 

* $24,000,000 


ESTIMATED DEBT RETIREMENT PERIOD: 6 years; * (24/4) 
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Forecasted Budget as a Private Company: 


USeRTY K9 DETECTION TEAMS PROGRAM 



Isl Year 
ANNUAL 

Month 

1 

Moniti 

2 

Mor^h 

3 

Month 

4 

Month 

5 

Moixh 

8 

Projected Teams Initialed 

240 




40 

0 

0 


Tudkm 

0^00,000 

0 

0 

0 

6Q0,CHX} 

0 

0 

Refr^her fees 

0 

0 

0 

0 

0 

0 

0 

Total Revenue 

3,800, (H]0 

0 

0 

0 

606,000 

0 

0 

COST OF GOODS SOLD 

FaciHdet 

2.375,000 

0 

0 

125,000 

250,000 

250.000 

250.000 

Cost of Dogs 

480.000 

0 

D 

0 

80.000 

0 

0 

Suf^Nes 

375,003 

0 

0 

0 

41,667 

41,667 

41.B67 

COST OP GOC®S SOLD 

3.230,000 

0 

0 

125.000 

371.667 

291,667 

291,667 

GROSS PROFfT 

370.000 

0 

0 

(125.000) 

228,333 

(291,687) 

(291.687) 

OPERATING EXPENSES 

Saiaiies 

4.570,834 

200,000 

250.000 

412,064 

412.083 

412,063 

412,084 

Ulililise/TBfephDne 

150,000 

U50O 

12.500 

12.500 

12,600 

12,500 

12.500 

Insurance 

300,000 

25,000 

25,000 

25.000 

25,000 

25.<XX) 

25.000 

ExtetroinaUnQ/Trasli removal 

38,000 

3.000 

3.000 

3,000 

3,000 

3.000 

3.0CO 

F^yroH Taxes 

360,000 

30,000 

30.000 

30,000 

30,000 

30.000 

so.cxx) 

Cieanif^ 

60.000 

5,000 

S.OOQ 

5.000 

5,000 

5.000 

5.000 

ng/f^ornctfon 

200=000 

1^667 

16,657 

16.667 

16,^7 

16.867 

18,667 

RapaifB and Mamtenance 

60,000 

5.000 

5.000 

5.000 

5.000 

5,000 

5.000 

Rea! Estate Taxes 

60,000 

5.000 

5.000 

5,000 

5,000 

5.000 

5,000 

Aceountirm & Legal 

60,000 

5,000 

5.000 

8,000 

5,000 

5,000 

5.000 

Offloe Supplier 

3aooo 

2.500 

2.500 

2,500 

2.500 

2,500 

2,500 

MiBcellaneous 

12,000 

1,000 

1.000 

1,000 

1,000 

1,000 

1,000 

Interest expense < See Note) 

Faoifity 

1,100,000 

17,000,000 

0 

17,000.000 

100.000 

100,000 

100,000 

100,000 

100,000 

TOTAL OPERATING EXPENSES 

23,098.834 

17.310.687 

460,667 

622,781 

822,750 

822,750 

622.751 

INCOME(LOSS) BEFORE TAXES (23.S28,SM) 

(17.310.687) 

(460,687) 

(747.751 J 

(394,416) 

(914.416) 

(314,417) 


Note: Interest basai on SO.OW.OQfl fit 4% 
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FORECASTED BUDGET 


LIBERTY K9 DETECTION TEAMS program 


Proj^:te<J Teams tnibated 

1st Year 

/WNJAL 

Month 

7 

Month 

8 

Month 

9 

Menth 

10 

Month 

11 

Mor4h 

12 

240 

0 

80 

D 

0 

0 

120 

Tulion 

3.&OQ.OQO 

0 

1,200,000 

0 

0 

0 

1,800.000 

Refresher fees 

0 

0 

0 

0 

0 

0 

0 

Total Revenue 

3.600,000 

0 

1,200.000 

D 

0 

0 

1.800,000 

COST OF GOODS SOLD 








FacJKlies 

2,375.000 

250.000 

250,000 

250,000 

2SO.O(K) 

2K>.0<» 

260,000 

Cost of Dogs 

480.000 

0 

160.000 

0 

0 

0 

240,000 

Supplies 

375,000 

41.667 

41,667 

41,667 

41,867 

41,887 

41,887 

COST OF GOODS SOLD 

3,230.000 

291,687 

451.667 

2B1.667 

291,867 

291,86? 

631,667 

GROSS PROFIT 

370,000 

(291,667) 

748.333 

(291,867) 

[291.867) 

(291,687) 

1,268.333 

OPERATING EXPENSES 








Salaries 

4,570,834 

412,083 

412.003 

412.064 

412,083 

412,083 

412,084 

UtiB^a/Tetephorte 

150,000 

U500 

12,500 

12.500 

1^500 

12,500 

12.500 

Insur^ee 

300,000 

23,000 

26,000 

25.000 

25.000 

25,000 

25,000 

Exterm'maiutorrrash removal 

38,000 

3,000 

3.000 

3,000 

3.000 

3.000 

3:000 

Paynril Taxes 

360,000 

30,000 

30,000 

30.000 

3aooo 

30,000 

30.000 

Cleaiyng 

60,000 

5.000 

6,«)0 

6,000 

5,000 

5.000 

5.000 

Mvertia ing/PromoUo n 

20Q.0OQ 

16,667 

16,867 

16.657 

16,667 

18,667 

18.087 

Repays and Mainlenanoe 

60,000 

6,000 

5,000 

5.000 

5,000 

6,000 

5:000 

Real Estate Taxes 

60,000 

3,000 

'■ 5,000 

5,000 

5,000 

3.000 

5,000 

Aecpunting & Legal 

60,000 

5,000 

5,000 

S.OOO 

5,000 

5,000 

9.000 

Office Supplies 

30,000 

2.600 

2,500 

2,500 

2.500 

2,500 

2.S00 

liAsceltaneous 

12,000 

1.000 

1.000 

1.000 

1,000 

1,000 

1,000 

tntensst expenae ( See Note} 

1,100,000 

100.000 

100.000 

KXJ.OOO 

100,000 

100.000 

100.000 

FaciJity 

17,000,000 







TOTAL OPERATING EXPENSES 23,998.834 

622,750 

622,760 

922,761 

622,750 

822,7^ 

622.751 

INCOMg(LOSS) BEFORE TAXES (23.628, 834| 

(914,416} 

125,584 

(914,417) 

(914,418) 

(914.416) 

645,583 


Note: Interest b^ed on 30,000,000 4% 
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FORECASTED BUDGET 

LIBERTY KSESTECTiON TEAMS PROGRAM 



i5l Year 
ANNUAL 

Year 

2 

Year 

3 

j 

*• ^ 

Year 

5 

Year 

6 

Year 

7 

Prc^'ec^ Teams ir^tieitid 
REVEr^E: 

240 

650 

I.KIO 

1.000 

1.000 

1.000 

1.000 

Tu^n 

Retesherftiee 

3,600,000 

0 

15,000,000 

60.000 

18.000,000 

250.000 

15.000.000 

825,000 

15.000.000 

9513,000 

15.000,000 

1.250,000 

15,000,000 

1,500.000 

Trtai Rewnue 

3.600,000 

13,060.000 

15,250.000 

15,625.000 

id.msm 

16,250,000 

16,500,000 

COST OF GtXJDS SOLD 
Faeries 

Cost of Doga 

Supf^ 

2,375,000 

4^,000 

375,000 

3,000.000 

S75.000 

386.250 

3.182,700 

1,000.060 

387.838 

3.278.181 

250,000 

409,773 

3,376,526 

250,000 

422.068 

3.477.822 

250.000 

434,728 

3.682,157 

257.500 

447.770 

COST OF GOODS SOLO 

3,230,000 

4.451.260 

4,560,538 

3,937.954 

4,048,592 

4,162.550 

4,287,427 

GROSS PROFIT 

370,000 

11,910,000 

11.817,300 

11.721.010 

11,623.474 

11.522,178 

11,417,843 

OPERATING EXPENSES 
Setertes 

UtiUto^elephotie 

>nsur»iee 

Extemninadng/TrB^ removal 
Payredi Taxes 

Clean! rtg 

Adveittstng/PiDmoOtft 

Rspara and Maintenance 

Real Estate Taxes 

Aocoiffittig & Legal 

Office Supplies 

Miscetfaneous 

4.570.834 

150.000 

300.000 

36.000 

360.000 

60.000 

200.000 
60,000 
60,000 
80.000 

30.000 

12.000 

5,093.356 

154,500 

300.000 
37,090 

370,800 

81.600 

206.000 
61.600 
61.600 
61,800 
30,900 
12.380 

5.246,159 

159,135 

318,270 

38,192 

381.924 

63.654 
212,180 

63.654 
63,854 

63.664 

31.827 

12.731 

5.403,544 

163.909 

327.818 

39.338 

393.382 

65.564 

218,545 

88.564 

65.564 
65.564 
32,782 
13,113 

5.565650 

168.626 

337.653 

40,518 

405,183 

67.531 
225,102 

67.531 
67.531 
67.531 
33.765 
13,505 

5.732.620 

173,891 

347,782 

41.734 

417.339 

69.556 
231,855 

^.556 

69.556 
69.356 
34,778 
13.911 

5.904,598 

179.108 

358,216 

42.966 

423,859 

71,643 

238.610 

71>13 

71.643 

71.643 
35.822 
14,329 

Interest expense { See Note) 

1JOD.O0O 

1,200.000 

1,000,000 

800,000 

600.000 

400,000 

200,000 

FadH^ 

17,000,000 







TOTAL OPERAmiG EXPENSES 

23.996.634 

7,861,196 

7.656,034 

7.664,685 

7,860,326 

7,672,136 

7,690.300 

INCOMECLOSSJ BEFORE TAXES 

(23.626,834) 

4,246.802 

4.162,286 

4,067,134 

3,963,148 

3,8S).042 

3,727.544 




bafted tin at 4% 
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CONSULTANTS’ CURRICULUM VITAE 


Glen Gaylinn; 


Jan Scofield: 


Det.Timothy Dinan; 


Det. Kenneth Silva; 


Sgt. Frank Holland: 
Renee Payne; 

Dr. Edward Kurose: 

Dr. David Santisi: 

William Tolhurst: 


John Weagle: 

David Barrett: 
Andrew Wittenstien: 


Patented K9 Facilities Inventor and Developer 
Owns and operates NYC’s largest modem K9 training 
and care facilities for over 12 years. 

Veterinary Technician 

BBA Degree University of MA, Amherst 1984. 

Master Trainer; N. American Police Work Dog Assoc. 
FBI Academy, Quantico, Va. 

Kennedy Space Center K9 Specialist for Ordinance 
and Narcotic Searches 

Sheriff, Under-sheriff, and Investigator; including 
bombs and hazardous devices for Yates County, NY 
(See attached C.V. following this page) 

NYPD Bomb Squad K9 Trainer and Handler 
12 Years experience Explosive Detection K9 training 
Graduate of FBI Hazardous Devices School, 
Huntsville, AL 

NYPD Bomb Squad K9 Trainer and Handler 
12 Years experience Explosive Detection K9 training 
Graduate of FBI Hazardous Devices School, 
Huntsville, AL 

Norwalk Police Bomb Squad K9 Trainer and Handler 

7 years experience as a certified K9 Obedience 
trainer and Behavior Therapist in New York. 

Veterinarian, Owning Partner of Strawberry Hill 
Animal Hospital, Norwalk, CT 

Veterinarian, Owning Partner of Strawberry Hill 
Animal Hospital, Norwalk, CT 

President; Nat. Police Bloodhound Assoc. 1972-75 
Author of N.P.B.A. Training Manual 
Training Officer for N.P.B.A. for 14 years. 

President of N. American Search Dog Network 1990 

Attorney at Law 

Attorney at Law 

M.I.S. specialist, B.S., Syracuse University 1985 
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174asing>enDnAve. Phone il2i-2fi8-S52ft 

T«usviiie. r^a:s79e FeM32i-2S4>i82a 

&mal ksjar^d.com 


1068-1870 

1983 


Monroe Comm. CoHoge.Rocliester.NY 

AASPollcieSdenoe 

FBI Academy, Quenfioo , VA 


1998-Pre3ent THuaville Police Departmert. TBusyille, FL 

1802 - 1098 EGSG of Florida, Kennedy Space Center 

Canine Specialist 

■ Main duties ane Ordnance and NancoticSeaiiches 


1970—1091 Yates County Sheriff. Penn Yan,NBiM York. 

Sheriff, Undersheriff, investisahjr, and Deputy. Numeious schools on 
criminal investigation. pholDgraphy, file & arson investigstion, bcmhe & 
hazardous devices, and evidence ejection. 


Master Trainer with North American Police Work Dog. Assoc. 

State Certilying Ofiidal of #ie National Narcotic Detector Dog Assoc. 

Past InsfruciDr, Trainer, and Exartsner for Canine Teems for the Bureau of 
Munidpal Police in Naw York Stale; Assisted in desreioplng Ihe trainirq and 
oertificalQn program hi effect In New Yorit State tod^. 


I have Irainod approximafely 400 K0 loams during niy career. 

The majority of these have gone on to roach certification with New York 
State. NAPWDA, or NNDfM. 

During the last twelve months 1 have tested apixaxirrately 60 teems for 
these organizationB. 

1 currently ovwi, train, & handle my own ordnance and narcoNc caiines. 
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JAN S- SCOFIELD 

1748 Singleton Avb., 
Titusville, FL 327Sa 
Tel, 321-288-5329 Fa* 321-284-1823 
B MaU K9iertfaiapl.co m 


February 28, 2002 
To Whom It May Conoem: 

Reference Liberty K9 Detection Teams Pnogrern 

My name is Jan Scoftetd; I have been a Police Officer for 30 yeens and have been training 
dc^s for aboit that same period of time. I am cunently a Master Trainer for the North American Police 
Work Dog Aseccialion, a State of Florida Certifying Official for the Nationa) Narcotic Detsctor Dog 
Associalion. While I was the Sheriff In Yates County, New York. I assisted in writing and enacting 9iat 
SteteB' Polk» K9 Evaluation Process, which is in plaoe tedayl Upon my rstirment ffwii the 
Department in New York I moved to Ftorida. 1 was employed by EG&G of Florkta at foe Kennedy 
Space Center as a Canine SpedalisI until i came to the Titusville Police Department which is whore I 
am empk^ed today. I have trained hunr*ed® of Patrol. Narcotics. Ordnance, Cadaver and a few Arson 
(hydrocarbon) Detection dogs over the years. 

For the test several vveeks I have been reviewing a proposol by Glen Gaylinn to create a 
unique K9 training compound, with Knowledgeable trainers. This ell in an effdrt to help relieve the 
Country's current need for detector kg's. 1 envision this proposal as the first step toward 
UtiFORMAl-LY training teams and holdhg them to a standad of proficiency that wo can all be proud 
of. Cunontly foere are muWludes of K9's being sold as detector itogs. Unfortunately some of those are 
nrrt trained property whan they ate purchased. Some of the others ate merely placed with a fwidter 
and pi4 to work synching withoiA any handler/k9 trainirig. I beTiave that this proposal, wifo the number 
of trafoers stated, is fosoretically sound. It would be possible to achieve the number of finished teams 
as stated, with this type of instnction and viable K9 cancBdates 

I do rxJt believe there are any Local, Cour^, State, or Federal Agencies foat are operating 
foere traHng w#h this type of concept. I also do not believe foat any would be able to turn out the 
numbers of credB^o teams needed to fill the void that has been craatad. Also » my knowledge there 
hM been no effort to address ^ k9 training needs aS the private security oompsrtes that are tajrrently 
doing much of foe searching in our Ports, private corporrrtions, and other homeland securfiy needs. 
TTiis proposal would also help to address those issues, and again prowido Unifcrmity erxi proficienoy. 



QUALITY OVER QUANITY 
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February 11^002 


Mr. Glen Gaylinn 
1 77 MacETougal St. 
NewYork,NY 1001 1 


Mr, Gaylinn, 

My name is Timothy M. Dinan and I am a Detective, currently 
working with the New York aty Police Department Bomb Squad. A long 
with ray partner,Detective Kenneth Silva we have over 24 years experience 
in Explosive Detection Canine training. In addition to our canine training, 
we arc both graduate.s of the FBI’s Hazardous Devices School, in Huntsville 
Alabama.The advantage of being a Bomb Tcchnician,as well as a trainer 
Is that you have a full understanding of, not only the canine aspect of 
Detector Dogs, but the Explosive side of the equation. 


Det. Silva and I have reviewed your proposal to start a Detector Dog 
Company, and in our opinion it is a very weU thought out,feasible plan of 
Action. The highhghts that jumped out at us were the importance of 
Dedicated handlers, and qualified trainers. We also liked your idea of 
Obtaining canines from shelters and rescue groups, as we have done this for 
years with great success. In this time of hei^tened security, the need for 
well trained, prop^ly handled Explosive Detection Canines is on the rise 
And wc believe this traid will continue. Your proposal addresses this 
shortage head on. We wish you much luck with your proposal and any ftiture 
endeavors. 


Det. Timoi 







Det. Kennctli Silva 
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Strawberry Hill Animal Hospital LLC 
Edward W. Kurose DVM 
350 Westport Avenue 
Norwalk, CT 06851 
(203) 847-5875 


February 1 0, 2002 
To Whom It May Concern: 

I am the founder and managing partner of Strawberry Hill Animal Hospital 
in Norwalk, CT. Glen Gaylinn approached me several years ago with a 
proposal to start up a business within our animal hospital. He presented a 
plan for a busine.ss to be known as “The Dog Wash” which was a novel idea 
for the area and which he had obviously thoroughly researched, lie 
impressed me with his knowledge of all the details and ramifications of what 
he was proposing. This, with his drive and enthusiasm, convinced me to 
enter into tliis venture with him. The business has been a great success for 
us. Glen had accurately assessed the time it would take to construct the 
facility and his business plan also accurately predicted anticipated costs and 
revenues. His ability to manage and motivate staff was a huge factor in the 
success of tire business. 

I can wholehearted recommend Glen as an individual who thoroughly 
researches his ideas and then carefully constructs a bu.siness plan to assure 
its viability. He is a man of unquestioned character and integrity. 

If you have any further questions with regard to our experience in working 
with Glen, please feel free to call the' above number. 

Sincerely, 


Edward W. Kurose DVM 
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WALKIHISWAY 

CANir« behavior THEWY” 

• 

1212)240^423 

wvnv.dbg^ecoudi.co<Ti 


January !6, 2002 


To Whom It May Concern, 

I’ve worked with Glen Gaylinn for j ust over a year, myself a private contractor 
conducting irainmg classes out ofbis establishment. I first approached Glen based on his 
reputation and the buzz about his store. I’ve stayed with him because of his sharp 
business ^d marketing sense, hi s commitment to his stall' ami clientele, his genuine 
concern for the care of dogs and countless other reasons. In a nutshell, ho has a tare 
combination of impeccable bu.siTie.s.s, people and animal skills. 

Glon s proposal of the l.iberty K9 Detection 'i cam Program is another step in his ongoing 
ust of innovative ideas. I read his proposal and, although I knew that it would bo 
carefully planned, I was quite impressed by the magnitude ofihe project and his ability to 
put Bveiy piece of the puzzle into place. 

The need for this kind ol'prograni is evident in every new'seast and newspaper report 
nteut our couijtry’s new dilemma in keeping our citizens safe from terrorist attacks. 
Living in New "york, I see countless examples evary day of how much easier this safety 

would be guaranteed ir there were more detection dogs available. Prom tte lack of 

irashcans in subway stations to the searching of cars at bridges and tunnels to the 4-hour 
watt to get into a World Series game at Yankee stadium, there are hundreds of places for 
these dogs in NYC alone. 

Glen’s layout of the Liberty Program covers every base in the process of being able to 
turn out thousands of detection dogs. My role would be at the beginning stage, finding 
appropriatcdo&s. most of them sitting in shelters wailing for euthanasia. I would train 
the dogs in b^ic obedience and ready them for the next stage where Glen and others that 
were tramed in tracking would ready them in a short period of time to go on the job. 
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The prcposul of the program is perleelly drawn out, with the physical structure of the 
facility allowing everyone from veterinarians to tiamets and executives to have access to 
the kennel and training area. Looking at it on paper and comparing it to how’ smoothly 
Cilen’s current animat care facility runs, I feel confident that the efficiency and delivery 
will be enormous. 

The Liberty Program would provide more than homeland security. It would also provitfc 
countless jobs and a ptartial solution to the country’s pet oveipopulation problem. I fiilly 
support the project and look forward to doing a good thing fi»r our country and for dogs. 


Tljfmk you ff^ your time. 



Renee Payne 

Canine Behavior ’Iherapist 
Owner, Walk This Way, Inc. 
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Strawberry Hill Animal Hospital 
350 Westport Ave. 
Norwalk, Cf 06850 
203-847-5875 


February 8, 2002 


To whom it may concern; 

1 have read the proposal sent lu me by Glen Gaylinn regarding the Liberty K9 Detection 
Teams Program, and he has asked me to comment at this time. Although I am a velerioarian and 
do not have specific experience regarding detection training, ! am able to render an opinion about 
the feasibility of this plan with reaped to animal care and housing The veterinary, technician, 
and kennel staff budget figures and manpower considerations for this endeavor appear to be 
accurate annual estimates in my opinion. 

I have known Glen Gaylinn tor nine years during which lime he has worked exclusively 
with dogs. 1 conaidci him an energetic and honorable person with an excellent knowledge of 
canine behavior combined with a keen business sense. Therefore 1 would consider him a strong 
candidate to initiate and ovetsee the aforementioned detecUim program. 

Since 9 / 1 1/01, it has become very obvious to all Americans that canine detection will 
continue to be an invaluable tool in thwarting terrortsm.' Mr. Gayl inn’s ideas and concepts truly 
make sense to me. To thfe end, I am w illing to assist in any way possible. Teel free to call should 
any other questions arise. 


Sincerely, 





David S. Santisi, DVM 



154 


26 


DEPARTMENT OF POLICE SERVICE 


February 19, 2002 


Mr. Glen Gayliim 
177 MacDougal St. 

New York, NY 1001 1 

Mr. Gayiinn, 

I writiug you this letter of endorsement regarding your Liberty K9 
proposal. I was quite impressed with the overall package. The facility you 
propose would be one of a kind. Dedicated to producing top quality 
detection canines in a time where America, as well as the world, are in need 
ofsuchare.source. 

1 have been a police canine handler Ibf the past ten years. 1 work for 
the Noiw elk. Connecticut Police Department. I am very versed in the 
idiosyncrasies of training detection dogs, as well as patrol dogs. I have 
attended many training seminars to keep up to date with various training 
methods and case law regarding police canines. 

I am nationally accredited instructor of police service dogs with the 
North American Police Work Dog Association, along with the Connecticut 
Police Work Dog Association. My field of expertise is detection and patrol 
canines. 

I have instructed numerous recruit level, and re-certificatLon: classes, I 
feel, given the type of facility you propose, turning out the number of service 
dogs you’ve quoted m your proposal is a realistic number, 

I wish you the best of luck in your endeavor, and offer my assistance 
in anyway possible. I can be reached at the following number: 

(203) 521-0319. 



PO F. Holland 
Notwalk, CT Police 
NAP WDA Trainer 
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ELIJAH E. CUMMINGS district offices: 

7™ DISTRICT. MARYLAND — 


35 RAYBURN HOUSE OFFICE BUILDING 
•.#/ASHINGTON,DC20S15 
(202) 225-4741 

FAX: (202) 225-3178 

Congress of tfje ©niteii States 

□ 1010PARKAVENUE 
SUITE 105 

BALTIMORE, MD 21201 
(410) 68S-9199 

FAX: (410)685-9399 

COMMITTEE ON 

Jlouse of JiepttJfEtttatibes 

Q 754 FREDERICK ROAD 

TRANSPORTATION AND 
INFRASTRUCTURE 

Maalimgton, ©C 20515 

CATONSVILl£, MD 21228 
(410) 719-8777 

FAX; (410) 455-01 10 

COMMITTEE ON 

GOVERNMENT REFORM 

Subcommittee on Oiminal Justice. 

Drug Policy and Human Resources 

RANKING MEMBER 

July 31, 2006 

□ 8267 MAIN STREET 

ROOM 102 

ELUCOTT CITY. MO 21043 
(410) 465-8259 

JOINT ECONOMIC COMMITTEE 

SENIOR WHIP 


FAX: (410)465-8740 

www.house.gov/cummings 


Mr. Ciark Kent Ervin, Director 
Homeland Security Initiative 
The Aspen Institute 
One Dupont Circle, NW 
Washington, DC 20036 

Dear Mr. Ervin; 


This letter is being sent as a follow-up to the July 27, 2006 hearing of the 
Committee on Government Reform entitled “Code Yellow: Is the DHS Acquisition 
Bureaucracy a Formula for Disaster.” Enclosed are questions that I have submitted for 
the record. 


I look forward to receiving your response to these questions by August 27, 2006. 
Please send your response by mail to the Committee majority staff in 2157 Rayburn 
House Office Building, to the minority staff in 350A Rayburn House Office Building, 
and to my office in 2235 Rayburn House Office Building. If you have any questions, 
please call Danielle Grote in my office at (202) 225-474 1 . Thank you for your attention 
to this request. 


Sincerely, 




Elijah E. Cummings 
Member of Congress 


Enclosure 


cc: The Honorable Tom Davis, Chair 

The Honorable Henry A. Waxman, Ranking Member 


FRIKTED ON RECVOEO PM^R 
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Congressman Elijah E. Cummings 
Additional Questions for the Record 
Government Reform Committee Hearing 
“Code Yellow: Is the DHS Acquisition Bureaucracy a Formula for Disaster?” 

July 27, 2006 

Additional Questions for Mr. Clark Kent Ervin 


1 , In your book, Open Target: Where America Is Vulnerable to Attack, you are 
critical of DHS contract management. Since you left DHS in July 2005, have you 
seen any signs of improvement? 

2. In response to my question regarding the root of the problem at DHS, you pointed 
to several factors, including incompetence and pervasive, institutional 
weaknesses. What do you see as the potential solutions to the problems you 
identified? 
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DCAA Audit Findings 


Contractor 


Data 


Nebraska of) 

DCAA 

9/4/2006 

DCAA ret4ew8d Nebra^'s Deparbnent of CcOTectional Serncm' actual and estimated 
daiy detonUon rates. DCAA did not adjust tee actual or esfimated drteitfon ra^. 

Shaw En\Aonment^ & Inhasbucturs, Inc. 

DCAA 

em/zow 

AutM found teat contractw’s Uled costs on fvst voutteers are acceptaUe as sutmitted. 

Shaw EnvfroRm«rtal & infhastrucbira, Inc. 

DCAA 

mmooe 

ExaminMion of tea proposal disdosed questioned c(»ts, indudtes tabor and indirect 
expenses. Proposal is acceptable ter n^otlabon a teir «td reasoiabie pdoe; 
sigritficant issues: results are qualffied because they did not recdve restate of the 
technical evaluation of labor, dbact materiai, equ^ent, oteer direct costs, 
suboontracting. and trevel:teborcoiM are questioned due to tea drffer«)ce<rf tee 
contractor aivlying averEge tabor rates instead of actoai labw rates; qttestior»d imfirect 

Lifecwe Management 

DCAA 

6/16/2006 

DCAA determlnad whether Uecare's system desigrt was acceptable for the awwd of a 
prospective contract DCAA noted deficiencies In tee design of tee accounting system - 
no controls te place for proparsegregatkm of irosts, taen^tcation of termed pool rmd 
base costs not spectfied in accounting sy^em, aird l^care does nc^ post contract 
costs on a rrwnt^ basis. Uware's response was not adequate to al instances. 

Shaw Environmental & Infra^ruSure, Inc. 

DCAA 

6/15/2006 

Contractor's blled costs from September 4, 2005 terough Septembw 25, 2005 mo 
BoceotoWe as submitted. 

CH2M Ha, |R& 

DCAA 

6/14/2006 

Audit questioned the proposed travel costs end tee related questioned GSA expenses. 

CH2M HM. Inc. 

DCAA 

6/14/2006 

CCI asserts that proposed costs were based on co^ incuired frwn 1 0/2005 through 
3/2006, plus estimated costs. Audit found that "incurred 2005 ft 2006" costs were 
actually commilmenta to si^jcontractor and »timates of costs, not actual costs bodced 
to CCI books and records. Ouestioned costa related to differences between proposed 
and recorded subcontract incurred costa; questioned costs rdated to criher direct coita 
proposed as jncuired, compared to actual costs recorded to te^ books and reetmis. 

Michael Baker Jr. (MBJR) 

DCAA 

6/14/2006 

DCAA evaluated UBJR's complianca wite Cost Accounted Standards. DCAA then 
examined whether MBJR complied with depreciation of Tangible Capita! Assets, and 
appIkaM Federal Acquisition Regulation Part 31 rec^iirements. DCAA found MBJR 
comoiiad in ail material resnects 

Shaw Env^mental & Inhasbucture, Inc. 

DCAA 

6/9/2006 

Contractn’s billed costs frt>m inception through December 31, 2005 are accepteltie as 
submitted. 

Shaw EmrironmenM ft Infrastructure, Inc. 

DCAA 

6/9/2006 

Offerw has submitted adequate cost or pricing date except fca qualitications {techrueal 
ewiualion not supplied): proposed labor categories; labor hows and labor types 

and quantities of direct materlds and'or equ^ent; other direct costs; sifoeontractirg; 
and number of tripa and days, destinations, method of travel, end local transportation. 
QuaWleatioftS significant enough to materiaily impact results of audit Reownmended 
titat conhact price negotiations not be concluded until resuMsof the evaluation are 

Shaw ErMranmental ft Infrastaicture. Inc. 

DCAA 

6/6/2006 

Offeror submitted adequate cost or pricing data mraept for proposed labor categories: 
labor htMJts and tabor mix; types and quantities of direct matetiats and/cx aqwpment; 
otiier ^rect costs; subcontracting; and number of trips and days, destinatiorta. method 

Shaw Environmental ft Intastructura, Inc, 

DCAA 

5/26/2006 

Exantinatim of pre^oaa) disdosed questimed costs. Questioiwd costa Indude; 
aubconffaetor coats and indrect expenses. StgrtiOeant issues; results are quaTtfied 
because teey did net receive techrticat evduation of labor, direct materW, eqdpment, 
oteer direct costa, subcontracting, and travel: subcontractor costa are questioned due to 
a dupticate charge of a subcontractor imrok» and the incomact completion of tee 
coniractoi's acoounta payable Invoice; and questioned IndirecI expenses are a resdtof 

CH2MHII. Inc. 

DCAA 

5/22/2009 

Audt detem^rted offeror has su^itted adequate cost or pricing date in support Of its 
forward pricing indirect rates. Proposal waa conskfered acceptable and reasonable. 

Shaw Environmental ft IrAastructura, Inc. 

DCAA 

4/21/2006 

DCAA examned Shaw's cost-plus-fixed-fee proposal to determine if tee proposed costa 
are accte>W)Ee as a basis to negotiate a for and reasonable contract prtae - tee 
proposal is for staff support services to the Disaster Recovery Canters In Houston. TX in 
srvpod of people displaced by Hurricanes Katrina and R8 b. DCAA took no exceptions; 
however, M noted teat tee results are qual9ied to the extent titet costs mry be 
que$lior>ed based on tee technical evaluation that Is bong performed on tee mwe 

CH2M HB, Inc. 

DCAA 

4/7/2006 

^xfft de^mined that corrtractor had submitted adequate cost w pricing data 'n sup^wt 
of to forward oriclnfl direct labor rates. 

CCI 

DCAA 

3/31/2006 

DCAA evtiuatodCCrs over $100 million proposal to determine fpwt of tee prt^josal is 
acceptable as a bests to negotiate a foir and reasonable price. CCI submitted the 
proposal for tasks for tee indiviclual assistence and tirohntod as^tanca a»odated wite 
Hurricene Katrina relief. DCAA questioned CCFs prs^csed costs, including costs 

CH2M HiU intsmabonal Services. Inc. 

DCAA 

3/23/2006 

AuHl found direct labor difforences due to a more ojirent FPRA; CHIS is aware tiiat 
there is a more current INC FPRAbecGnueproposca was prepared. Labor escalation of 
3.7 percerrt is consistent with rates supported fcy tee current fourte quwtw. Indirect 
flteSJKRCR Plsp.Knstatent with current rales at time of orooosal. 


Note: Figures have b^retnorad to prates dsclosure of pn^riataiyi^^ifmaeoa 
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Bv 

Date 


CH2M Hfll Cwistr. Inc. <CCt) 

DCAA 

3/13/2006 

DCAA evaluated CCI’s cost plus fi>ted-fee proposal to detem^ if Oie part of the 
proposal examined was acceptable as a ba^ to negotiate a fair contact price. DCAA 
examir>ed the direet tabor rates; sendee centa rates; eqt^mtoit, materf^, std si^ipStes 
costs: other (^rect costs; tavid costa; and indiraa rates. O^VA question^ 1x^x3^ 

Reveal Imagir^ Tec^mdoeies 

DCAA 

m 3/2006 

DCAA exan^ned ReveaTs financial condiUon md to determina if the contactor 

has adequate ftnand^ resources to perform on Govt ccmtacts. To do so, DCAA 
evakialed thi» pr^ared au«£ted financtei idafwnents for FY 2003 and %04, unaur^sd 
financial stetementa for FY 2005, and ca^ flow forecast tatx^ 2006. DCAA fnaid 
ReveaTs finance condition to ta acce^i^ for performing on Govt contacts. 

FFS 

DCAA 

2/23/2006 

DCAA evaluatod FFS' rough «der of magrdtude (R^) ;xoposat ta a task undM’iha 
contact by verifying the i»r^>osed direet/subcontract ctrats to toe ccmtactor's srqiporting 
rtoctanentation; veri^lng toe prt^x>5ed craft cranpwwatom rates and all ^ipflc^ 
burdens used to develop toe prrjposed cr^ tabor coste; and evaluaflng toe document 
status of toe accounting, Mlii^ and otoer systems and capabKi^. DCAA 

idenHfted a difference in the ^oposed burden »id oveitread rates ^^ied to the base 

Infozen, Inc. 

DCAA 

2/22/2006 

DCAA examirted Irdrozen's accounting system to d^rmlne whether toe des^n of the 
system Is acceptable for toe award a | 80 spactive contact They found that toe tas^n 
of toe accounting system is, in aS material respeds, considered acc^jtable for toe 
DTOOOsed enrdrard. 

^um EmmKunetrta! & tnfrasbucbire, inc. 

DCAA 

2/21/2006 

Evduatlon linked to certain contadorestena&ig (Hwcfices used in prepait^ its 
proposals subndtied. Contractor imaMe to pnsN^ toe ba^ for toe jM-oposed dired 
tebor costs ot certified cost or pricing data for tire ptt^rased subcontact costs. 

Folowing problems found; Contractor <tid rmt conststentiy pr^sara «)d document i;^ 
books; document management renews; sitocrmtact |»1cing considwatfons; rfid not 
provide subcontract cost of pricing date; omtract did not pro^ todMdua! breakout of 
labor «»ts by category. Audit recommended toe contactor folkiw its mmedablidred 
poKcies and procadms; deficiencies wmjfd be cwrected If the exmtact would do so. 

FFS 

DCAA 

2n/2006 

DCAA evaluatod four FFS pubfic vouchers by verilyirH; toe daaned coste to toe 
SAP/summary costs records; the T&M rates; otoer direct cost to the daiaged supprxt; 
mathematical accuracy of toe ^Mic vouchers; arte toe subcontartoir's invoice to the 
subcontractor’s books and records. DCAA took esre^itiwt to toe TAM rates. 

Universal Project Managemar)! Inc. (UPM) 

DCAA 

1/26/2006 

DCAA evaluated UPM’s accounting system to determine whetiier the system design is 
acceptable for toe award of a prospective contact. DCAA fotind the system de^in 
Inadequate in that it could adversely tefect recording, processing, sumn»ri:^% mxi 
reporting costs. DCAA found a need tor ktontification of un^owable costs and a need 

UPM 

DCAA 

1/12/2006 

DCAA evtluatod UPM's subcontract with FFS by exantining the propoeed based labor 
rate, indirect cost rata, other direct coste and fee costs. DCAA fotmd that UFHyt had 
tecotrectiy calculated Its inrflrsct factor and that UPMte other and tavt^ costs were 
untaceabte. DCAA took exception to houstng/perefiem and laptop coste. 

A7CS Serv. 

DCAA 

1/11/2006 

This te a supplemental DCAA report replacing the above (#12) in its entirety. DCAA 
further eviduated ATCS' labor coste - direct and Indirect As to direct tebor riftes. DCAA 
8f^>ited toe FY 2004 overhead, G&A, material handnng. and profit to actual tabor rat« to 
determine a fitity burdened rate for each category and sMI level. As to Indirect rates, 
DCAA found the overhead and G&A rates for 2MS were based on prelections from 
actual 2002 rates, and determined toat these projections were not imticative Of actosri 
expenses incutred. DCAA torA r^o exception to the proposed material hand^ rate. 

FFS 

DCAA 

1/10/2006 

DCAA evaluated FFS' proposal tor a task under toe contract by vwiying direct labor 
costa to books and records; verifying support for proposed 
constaction/subcontractor's costs; and evaluating the document stetus of toe 
accounting, Mflng and other systems and financtei capabWy. DCAA torA no 
exceotions. 

ATCSSwv. 

DCAA 

i2/z3in;oos 

DCAA evalueiad «» reasonabtenes# of ATCS’ proposed labor rates on a wjbcontact 
DCAA took exception to the proposed labor rates, pre^osed overhead, and G&A rates. 
DCAA <fld not ttece exception to toe proposed material handling rate. 

Shaw Divironmen^ & Inhastructure, Inc. 

DCAA 

12/21/2005 

Except for quolificatiofts fex the audit of Part Vlti disdosure statement revisions amently 
befog in process, dforor has submitted adequate cost and pricing data. Ropo^ 
considered acceoteble. Audit of Part Vlll ciirrenttv In orooress 

BNI 

DCAA 

12/ie/2t»)S 

Au^ determined that except for qual^tions r^arding tire resulte of a gov^ment 
technical evaluation and the Impact of SMI’s proposed sdieduie exterurion, BNI 
submitted adequate cost or pricing data. DCAA questiemed otoer direct coste. irKkictir^ 
equipment, G&A expanses, and FCCM. BNt emeurred «4to fta^tgs. 

FFS 

DCAA 

12/1/2005 

DCAA evaluated several FFS public vouchers. DCAA coiTtoared dafoted coste to the 
SAP/sumnaty coste records; compared daimed coststoours, on a test bads, to tha 
contractor's detailed support; end verified tiie mathematical accuracy of the pudic 
,YWdmL.ACAAtpp^ngffffffligf>?. 


Note; f^i9«(hav«beenp»T»vedtepnA&ctdiscfcsureof{XDp({eterylritM7nmion. 
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Rlt 

Date 

DescrttiUon 

MBJR 

DCAA 

11/300005 

DCAA examined MBJR’s compliance wWt the requirements of CAS 410 ASocahon of 
Business USl General and Administraaw Expenses to Final Cost CMiJecfives, and any 
applicable Fedwal /tequlsition ResMaSon Part 31 rsqultsmattts. DCAA found MBJR 

Riior Federd Seiv. inc. (FFS) 

DCAA 

ii/ieooo6 

DCAA evaluated hvo FFS contract tasks by snri^ing pressed l^r rates and T8A1 
rates; comping proposed Indbect rates to the estaNi^^ forward priemg rate 
agreement: ver^ir^ suf^xsrt for the pn^tosed oOter direct costs: and evaluaSng foe 
status of accounting, blling and erthw systaMns of capsbVIiy. DC/\A fowered 

FFS' TOM; lowered foe G & A rate and the Cost of Money r^ and \ook no exc«[i6of» 

Shaw Environments & tnhashticture, imx 

DCAA 

11/180005 

CoobactorirwciTe{%Bj^»d two labor rates under Task Order 15 and rate itfoorrMe 
under Task Order 17. Under 15: rate Project Manager II- Fiddmd rate fw Field 

H&S Tech M - Field. Under 17: rate tor ^Jministrative Assistant 2. No rther wessons 

were taken 

BechtS NatkHta! Inc. (BNI) 

DCAA 

11/16000S 

DCAA evMuated BNI's cost-ph/s-fbcecFfee prc^iosrd for Group ^te Des^n Services to 
obtain the bases of estimates, verified foe mathemaficaJ accuracy of foe propr^al, and 
traced pn^sed costs to st^portir^ doa»n«itafion. DCAA took excapfion to BNI's 
ofoer rKrect costs and subcortlractlng costs to vdtich BNI agreed and sutxnitted revised 

Bedttd NatKHtal Inc 

DCAA 

11/10/2005 

Audit revealsd significant ddferences in propose of ow $1(^ mikHi. inctuc&ig 
oorraettve maintenance and utKtiss. Contractor concurred and revised DrooosaL 

Shaw EntrirtKtmeniai & infrastn^ure, Ina 

DCAA 

11/40005 

Forecasted FY 2006 bidding rates were reviewed and approved by CACO. Contractor 
did not induda proposed cost of money for task order 12 ; contiacfof admlb^ omlsskm 
and agreed that cost of money should be included in tc^i; enor tdentified on task Oder 
12. Other task orders determined tt be adeatnts 

MSJR 

DCAA 

10/31/2005 

DCAA evaluatsd MBJR's certified final indirect co^ prc^rosal, revised schedules, and 
reMed books and records for rermbursement of FY 2003 incurred costs. The purpose rrf 
foe examination was to deterrrune afovrat^ity of dbect and indirect cosfo wid 
recommend contracting officer-determined tmfirect cost rates. DCAA quesfioned foe 
proposed indirect state income taxes costs. DCAA also questioned proposed indirect 

Michael BScer Jr., Inc. (MBJR) 

DCAA 

10/28/2005 

DCAA a\mluafod MBJR's certified final indirect cost ^|K»al. imnsed schedules, and 
relatsd books and records for reimbursement of FY 2002 costs. Theptxposewasto 
determine foe allowabiety of direct and indirect costs and recommend contracting offiew- 
determined indirect cost rates. MBJR's indlreet rates were acceptaNe as adXtstedt^ 
tfw exttninatlon. The claimed direct rates were acceptable and proviskm^ approved. 
MBJR did en* in misclass^ing other direct costs as subcontract costs. 

CH2M HRI Cortstructon, Inc. 

DCAA 

10/21/2005 

Report Iknited to direct labor rates, indkect rates, equipment and ODC. Ewtept for 
quafifications. audit found offeror submitted adequate cost or pricing data. 

QuMifications: non race^ of the requested technical evaluatkHi regarding prqxssed 
labor hours and material quantities (considered essential for review of la^ and materia' 
costs): results qualified related to proposed CCl hidirect rates (proposal was submits 
prior to ^MA effort, which would signifiemtiy tffBct proposed Indbeet rates). 

FUior Fedeni Servicn. Inc. 

DCAA 

10/190005 

Audit cfiscovered dfferenco in labor rates, specifically In foe FEMA Hourly Rate 
schadula. 

AKALSecufSy 

DCAA 

800/2005 

The cwttractor's accounting system is not acceptable for foe award of the prospectfsie 
corttrad The slgnficant Issues listed by foe auditors bwhided; 1)8(xounting system is 
net cor^ured to allocate Indirect costs to contracts; 2) contractor's fonekeeping system 
for employees lacked accountabkity; 3} the contractor's accounting system is not 
oonftgured for segregating and accumulating afowahte costs; 4) inadequate internal 
nonirol over hiSnn nmmrtiim« 

Covenant Aviation Sec 

DCAA 

9/30/2005 

DCAA examined Covenant's final Indirect cost rate proposal and related records 
reinteursemant of incurred costs to determine the allcwabflity of direct and imtireet costs 
and recommend contrwtlng officer delerminsd indirect cost rates. DCAA found 
CovenanTs accounting system adequate for accumiSating. n)|»x1rng, and bKng costs 
on government contracts. DCAA questioned Covenanrs overhead costs and general 

Semens Maintenance Services. ILC 

DCAA 

9/300005 

DCAA questioned costs were a result of large subcontract being redassified as c^er 
direct costs and significant dedtne In the costs of laasing/maimH^ the war^iouse n^er 
than subcontracting this out Also questioned consuma^sles quote ^ the of 

proposed G&A rate to the G&A base. SMS does not believe thkr cmtiact » subject to 
ful CAS coverage because foe CAS clause is not in the conbacL DCAA brieves this 
contract is subj^ to fon CAS coverage tocausa the PCO inforroed SMS foat because 
the options were not competitive foe options were sut^ect to hifl CAS coverage. 

Si«nens Maint^uirtce S«vicea. LLC 

DCAA 

9/30/2005 

The auditorB questiorred a subcontract being redassified as ofoer dkect costs. They 
also questioned a decline in the costs of leasingfotenttb^ foe vrar^ouse because foe 
contractor manaoed the wteshouse rather than subcontractim it out 

In«»wt.lfw. 

DCAA 

909/2005 

DCAA exantinad Invizion’s accounting syr^m to dM^ntine wttefoer foe sy^m's deNgr 
was acceptable for tiw award of a prospective contract. OCAAfoundim4zion’s system 
unacceptable for the award of a contract - imdzion does not afiocats fodirect coste 
based on a causaVbeneficIsl retetiondtip to intermediate and final exist ot^ectives; 

Invizion has ntM pr^red a FY 2005 budget vdfo a wiltien description of foe contents of 
foe bases and oQola. ] 


NoU; Figures l«vs bran iwtovsa to protaddteclosjreofpn^MafyMotTnaton. 
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By 

Date 

Oeecriptlon 


DCAA 


DCAA examined StarTecti's accountkrg system to detemme wheflw the design of the 
system was accepteble for toe award of a prospect contract DCAA hand StwTech’s 


DCAA 


DCAA examined Pr87»FlfeM's find indirect c«»l rate prc^xisal and rdated records ft» 

reenbursement of tocurred costs to detemdne toe dtows^i^ of Wermedtote home 
office costs and recommend mtermedtote home office dlocadwis. FirstFli^s 
intormerSate hwne office aitocations Oegal fees, pro^dcxial services} vma txaeptebte 



■n 

Indrect rales are acceptable as proposed. Claimed dke^ rates are aceeptitole arto 
provisionally approved. Cinnulative^DwaMe Cost Wc^heet represents costs toat are 
conddered ^owabte ufKiw toe listed contract and toereftra n^bursatole. 

SMS Holdings Corp. 


9/2fi/200S 

DCAA examined SMS' revised fto^ toramed cost prc^rosai arKi related books and 
records for reimbtirsenwrt of FY 2002 tocurred home office costs and avocations. 

DCAA fourto SMS' accounting system to be toader^ate because of toe risk of 
unalowable oosto being included. 'Hie aut^ induded e/toended testoig to (mswde a 

Whtian Seoiri^ Co. 

DCAA 

9/26/2005 

The accounting system » not acc^taWe because It does not comi^ with 

Transportation S^fity Adminisbation Aequisidon Management System. This can 
adirerseiy affect ability to record, process, summarize, aid rep(»t costs in a mamwr toat 

Jackson Hc^s Mrpwt Stxud 

DCM 

9/23/2005 

JHABsubmittsd a proposal for rrtn^jwwnentc^FY 2004 costs. DCAA qo«»eoned 
cUmed ffirect labor for paid lunch breaks. The ctmtractor did not corsair. 

Siwnsns OemaSc Corp. 

DCAA 

9/20/2005 

DCAA examined Siemens' compliance with the requlranmts of CAS 409, Depredation 
of Tmgible Capital Assets to determine if the ccurtractor corrq^ted wito toe requkemcatts 
of CAS 409. and any applicatte FAR Part 31 requirements ttoiing FY a)03. DCAA found 
Siemons complied, in aB material respects, with the requ^menls CAS 409. 

Siemens Demailc Corp. 

DCAA 

9/20/2005 

OC^Aa examined Siemens' complianca with the requiremnda of Cost Accounting 
Standards to determine if they compiled with toe reqdrementa of CAS 404, and any 
^rpticabte FAR Part 31 requirements during FY 2003. DCAA fotmd Simnens compTied, 
in til material refracts, with toe requirements of CAS 404, Cepitttodon of TaitoUe 

Weiden Security 

DCAA 

9/16/3005 

DCAA examined WaUen's accounOng system to determine whether the systmn's de^n 
was acceptitole tor the sward of a prospecBva contract tor secut% gumd services. 

DCAA determined that the design was not scc^rtabla tor the awa^ of a prospedive 
contract because employees do not certify their time sheets and VNWden does not 
iderttfy and segregate unallowable costs as required by contact provisions. 

GE ion TrKk 

DCAA 

9/13/2005' 

DCAA appBed numerous agreed-upon procedures to GE's direct labor and indirect 
rates. The procedures resulted m a decrease in direct labor costs and a decrease of 

Boeing Service Company 

DCAA 

S/6/200S 

Accounting system and relatod Internal and contrcB poHctes and procedures are 
inatfequate in part due to the signtRcant deficiendes in toe company's control 
envromnent and related internal control polides and procedures. Five signiftcant 
deficiencies: (l)inadequate investigation and documentation of potential mis^rging 
toat coted be associated wHh certain etoical violstions uncovered durtng Invesbgattons; 

(2) inadequate policies relatod to hiring cunant and tonttcr government emptoyees; (8) 
inadequate poAcies and procedures regarding procurement Integrity end htong og tomter 
competitDis' empicyees: (4) restricting government access to tectuat infonnaBon from 
legal feivestigaBons toat toe company considers prh«eged; and {5} inadequate legal 
tovesHgatton procedures and lack of department wide investigation traddr^ system. 

Asset Protection and Security Services, IP 

DCAA 

9/2/3005 

The auditors found that toe accounting system was not acceptebfe tor toe sward of 
pro^wctoie contract Also, toere van two slgnfficant deficiencies In /^P&SS's 

Breo^ve Security 


9/2/2005 


Rapisam Systems, ina (RS) 

DCAA 

8/25/2005 


BediM Systems and infrastructure. Inc. 

DCAA 

8/19/2005 



N^' Figures have teen mno<^d to of pre|»^»yWi3m)a6an. 
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Contractor 

Sv 

Data 


Surescan Corp. 

DCAA 

8/12/2005 

DCAA examined the direct labOT and indirGCtei^mnse rates of Surescan’s to determHie 
tf the part of the prcH>Qss4 sxan^rad is acc^iteble as a basis to negi^te a teir and 
raasonablacortbactprtoe, DCAA recemmwided an oveitdl upward adjistemit to toe 
proposed labor overhead and toe t»se general and adnyrostrattvs costs to acewmt for 
guesboned inesnthm bemuses aiKl a mato WTOT ki toe gerraral aiKf admirystratora poef 

RewBi tmagnng Tedinc^ios 

DCAA 

mnoos 

DCAA appHed numerous a^^eed-upon procedure - traced dkad labor costs pnpoaad 
to book and records; Paced ihto'rect rates imposed to borMcs and reewds; and 
compared asc^ation proposed wito escaiafion from Gto^ Insight • to Revetf s 

SNw Envftonmenty & Infrastructore, <nc. 

DCAA 

7/1/2005 

Offerer has submitted artequate 00^ or pri{^ data. Pri^x»id acc^^Ue as a basis tor 
negottetlonef aMrand reasonable prov^ionai tonmd pdting rate i^eerrwnt 

Turner Constnictbn Company 

DCAA 

6/27/200S 

Based on evaluation of bteurrad cost submission, audit questioned tofiov^ rates; (1) 
overhead/GAA rate. 4.13% of imposed overhead: gue^rted otrarhead expenses of 
which a sigrdricant amount is exprasrOy unalcm^le ejgMRise under toe F/tR; (2) 
Employee Benefit Expanse {E8E} rate, guestioned 0.19% ofthe proposed ^E rata 
questioned the EBE poo) some of whkto wss retoted to »ipplmn«itel camp«isatlon and 
anotoer past was related to pension costs which vrere not computed in accordance with 

Sstoct, Ira. 

DCAA 

6/10/2005 

DCAA examined Ssleci. Inc.’s accounting i^stem to detamine whetoer the system’s 
design was acceptable tor the award {rf a prt»pee£v8 eontiacl CKiAA found IhM 

SdecTs accounting system was not EMxreptabie for the awud of a contract -Seietd does 
no) indude a i(to cost system. If Select is awarded toe contract, toey plan to tsdee the 
proposed, adequate coneeflve actions suggested by DCAA. DCAA w«! follow up to 
check on toe corractivB ac&ons if Select is awarded toe contracl 

Care Cora LLC 

DCAA 

6/9/2005 

DCAA determtoed the cost realism and posdble understatement of Cse Core’s direct 
labor, hMtoact rates, and other costs for their Nurse Case Maragement Services. DC/\A 
found that Care Core was unable to provide adequate sig^xHt for toe sonw annud costs 
orooossd for * iitiiTafVw review 

Nat. ua. Man^. Corp. 

DCAA 

6/9/2005 

DCAA exantoad NUMC's accounting system to detennine whether toe system’s ctesign 
was accepts for toe award of a prospective TSAcordrata DC/iA fnaKi toat NUMC^ 
deai^ was not acceptable for toe awKd of a contract - NUKiTC does not have adeguEtes 
titnMeeping policies, does rtot setmgate direct from (ndirect costs, does not compute 
Indirect rates, does not have job cost ledgers, and does not have procedures to idend^ 

Rmraal kneglno Tedinotogies, <ra 

DCAA 

5/25/2005 

Audiors found that the contractor may have difficulty meedng its near-tenn ffnandal 
obttgabons and may not be capable of performing on Its government contracts wiffKHit 
extraordinarv manaoament actiorts. 

Revetf Imaging Technologim 

DCAA 

5/17/2005 

DCAA exammed ReveaTs accounting system to determine whether H is adequate for 
accumulating costs under gomnment contracts and whether the bWng proc^ures are 
adequate tor the preparation of costs relmbureement claims, le., bitedm public 
vouchers and progress payments. DCAA found ReveaTs accounting system to be 
adequate for accumulating and bfRino costs under government contracts. 

Turner Constnjctlon Co. 

DCAA 

5/16/2005 

DCAA ramlned Turner's indirect cost proposal and related bo^ and records for 
relmbureement of FY 2003 Incurred costs to determine alioweMity ol the indirect cost 
rate and astaUish audit determine Indirect cost rates for 2003. DCAA questioned 
overhead expenses for FY 2003 related to unallowabis iNiantom stock (tobon costs, 
reversal of add-back credits, end excess executive cornpensabon. Of toe tolaf 
questtorted, several milion doSare is listed as expressly unallowabte per spei^ FAR 
cteuses. 'Dte questioned amounts resulted in a que^ioned Overhead Rate in FY 2003. 

Shew Environmental & Ir^estmctore. Inc. 

DCAA 

6/13/2005 

Auefit found that offeror submitted adequate cos! or pricing date. Considered proposid 
scceptabie as basis for negotiabrvg a Mr and reasonable forward pricing rale 
aoraemert 

L-3 Comnumicatjona 

DCAA 

a«t«/2005 

DCAA appfiad numerous agreed^Jpon procedures to 1-3*8 rect labor rates wtd 
proposed Indirect rates. As to tfirect labor rates, DCAA found L>3 did not propose 
escatotion of toe rates for the three year iMoposal. As to indirect rates, DCAA found the 
proposed customer service overhead rate and toe G&A rate wwa not compiled in 
eceordarKe with toe contractorte FY 2004 budget caiculatiom fw the Seo^ mid 

Cooperative Personnel Services 

DCAA 

3/24/200S 

Out of several m»ion of ci^med costs, a portion was questioned mid a wgr^Icant 
amount was unresolved. 

Unisys Cwpora&ifl 

DCAA 

3/21/2005 

DCAA examined Unisys’ muto-milon doiler modification pre^osal to provide core effort 
to lead wKl manage toe cunenl TSA enterprise. DCAA cottoned 20% of toe 
oropoaad costs and found that e.BH were unsuDoorlsd 

BNI 

ix:aa 

s/iomos 



Audit revealed toe folowing changes to bastiine estknates: Site roads, Pralimlnwy and 
Detai Design, Fire Proteebon System. Perknetw Protection, UtS^ Connectom. 

Shaw En^nment^ & Infrasbuctura, Ira 

DCAA 

2/15«00S 

Shew E&t's overak accounting and es&nabfig systems determined to be adequate wtto 
the fOfiowdi^ qualifications: contractor changed toe bams for aHocattog tow value 
equipment (additional costs In toe LVFE rate may be questioned te»ed on the reakte rtf 
the audk of toe cost impact); contractor si4xnitted rev!^ no. 13 and lu. 14 to severte 
parts and audks are currentty in prt^pess; craporate costa woe omitted in error by toe 
contractor in toe first proposal, detated ev^uation of pn^iosed emporate costs could luX 

ha oartnmrwW 


N^: Rgw«sh8vebe«ifwnov«itofHnte<a«fi$dowr»rfpropoet»yirtiwi»eoa 







162 


DCAA Audit Findings 


Contactor 


Oat* 

Deecrietten 

C«^ Aftsoctetes, tnc. 

DCAA 

2/14/200. 

Cofttraaor'sInjtirertrBteisacceptabte. Claimeci (tirect costs ws acceiHable. Auditor 
questioned direct costs proposed under sovemmwit contracts. A negative querttoned 
cost wSiiTKreasettw proposed amount Que^oned(ftactcc«ts by elemMd within 
specjnccontractsarepresantodtonolae. CKrect costs not qimtioned are previtionaly 
approved. Cumutotive Cost V\toi1(sheet (CACWS) considwed elowable and 
reimbursable. Penalties tor UmAowiAle costs was not inciuded in titesubcorrtract 

Nona of the direct costs questioned in examln^km are si^j^ to pen^ties proved in 

Robert Uoyd EtecWc Cwnpany, ina 

OCAA 

2/1Q/200£ 

>i Subcontractor^ tndrer^ rate is acceptable. Subcontractor's indirect rate is limited on 
dirertcostsjncuradthrDushA^st1l,2003. Subcontractor is entitied to full rate on 
direct eosisinctmedeffec^'ve August 11. O^med ^rect cc^ are acceptable. Costsof 
cumulative aBowable coate are considered tfowabte tmrter listed subcontrecte and ate 
relmburBable. Indirect Costs subject to penal^ not induded In audit 

RBtKtdo & Associato, inc. 

DCAA 

1/7/200« 

bxsmination e4 cost proposal for FY 20M disclosed questioned 2nd tier subeemtiad 
costa and questioned overhead costs. ^itiM-rectasstiied direct ^aveieoste to 
sitocorttract costs and redas^ied direct (abor c(»te to overhead costs. The tocurred 

cost submission is acceptable es a basis for deternimation of fodirectn^s. However, 

significant issues re: Appendix 3 - Cumdative ASowabie coste FY 2002 and FY 2003 

OMJM Aviation Ina 

DCAA 

12/16/20M 

OCAA evaluated DMJM's invoiced direct labor and other direct cords imder its Borang 
Subcontract to determlna if the subject costs are in raiT^ianee wftii appijr-yj^ 
provisions of fha FAR and the subcontract OCAA found ttw dtrect ktoor and OOC costs 
daimad on the subconlrect invoices were overstated In CFY »)02and understated to 
CFY2003. 

□MJM Aviation inc. 

OCAA 

12/3/2004 

OCAA examined DMJM's final tortirect cert rate proposrt and reirted books ar«i records 
for rrtmbursement of FY 2003 direct coste oniy «i a Bortr^ Seivics Corifoany 
Subcontract DCAA questionad DMJM’s dtoect labw and DMJM's other rtiiart corts, but 
otherwise found DMJM's claimed dfeeet costs acc^)tel^ as adjusted. 

The Boeir^ Cofnpany 

DCAA 

11/17/2004 

Boeing^ control anvironment is inadaquato to part ExtentnaSon cHsdosed 6 siitoiticant 
deficiencies that Impact Boeing's control environment that rmv rasult in a deerrased 
control consdousnesa of employees and mlsdassified coste at tea Boetr^ segments. 
Significant Issuer (1) inadequate investigatim mid documentation of potertfal Ikna 
mtschergtog that codd be aMoctated with certain elhicai vnolations uncovered dtsing 
tovestigattons; (2) Inadequate policies and procedures related to iWng currwil and 
former govemmertt employees; (3) Inadequate policies and prooedises regardtog 
procuremem integrity and hiring of former competitors' emp^ees; (4) restiicttog 
0 ®"*^’'n>ent access to factual information from legrt tovestigations Btat the conpar^ 
considers privfleged: (5) not defying DOD Hofltoe Posters as required; (6) toadequate 
legrt tovestigation prodecures and tartc of a department vride investigation tiaddng 

NCS Pearson. Inc. 

DCAA 

10/26/2004 

Applytog agraedHipon-procedures. the audit resulted to Labor coste brtng negotiated 
from *46.569,005 to $16,093,855. In travel, the audit negotiated from *30,560.382 to 
*1.652.715. Subcontractor statistics were not providad at the time of the audit 

Sienwu Oematic Corp. 

DCAA 

10/5/2004 

OCAA examined Siemens’ Air Cargo 5 Security division's b3ing system and related 
totemai contrete to assure it com(^ with appticatte laws and regs, are effective over 
cmn^ance with applicabte taws arto reguirtions, and are adequate and operating 
effsetiveiy. OCAA found the Mfing system and related Intemrt control policies end 


OCAA 

9/29/2004 

UUAA examined DM jMte flnrt Indirect cost rate proposal and related books and reewds 
for rrtmbursement of FY 2002 direct costs only, to determine aiowaWWty, Except ftx- the 
quatiflcaiton on information processed torough the subcontractor's cwnputerized 
systems, daimed direct coste were acceptable and provfsIonaSy epproi^ pending teal 
acceptance. DCAA did ftod that the sch^ule of dir^ costs by cortiractteubcontract 
and Its schedule ef government participation in Indirect oj^ense pods were toconwt 
regardtog the assignment of costs to the appr^riete pod. 

Siemens Dematic Co^. 

OCAA 

9/28/2004 

UCAA socamlned Siamens' Air Cargo & Security dviston's final tocfirecl cost pi^nsd 
and related books and records fd- relmbursemertt of FY 2002 Incurred coste to 
determine allowabiify of direct and todireet coste, DGAA found the todirect rates and 
direct costs eecaolabte 


DCAA 

8/24/2004 

DCAA questioned costs of Yarrow’s proposrt for consulting MA^ces. SpedlicaBy. 

XJAA questioned Yarrow's proposal coste for direct Utoor, overhead, arid travd 
exoefWM. 

Stefnene Dematic Airport Carso & Security 
Operetbns Divisitm 

DCAA 

9/20/2004 

lA/AA examaied siemens' Airport Cargo & Security (^rations' complienca wito ti» 
requlreiiwtis of CAS 418, Afiocetion of Direct and Indeed Ctoste. to determine g tire 
contractor compiled with Ore requirements of CAS 418. and any apf^ert^ FAR Part 31 
requirements during FY 2003. DCAA found Sienums com^, to al materirt respects. 

Fluor Federal Sendee* 

DCAA 

7/30/2004 

Aimt oiscovered dffereneea in proposed and actual compos dbect tabor rates; 
Contractor did tret have current FPRR ter toee direct labor rates. Audit of subcontractor 
disefosed dUforences only for the preposed TRS «jbc«mtracter direct labor rates (diart). 
JWerences in Overhead Oiome), in Overhead (field), and to 0«/^- other cfiract coste 
toduded difference to airfare. Contractor reserved comment 


Note; n^«w^»velMemrHmvBdtepn^discjosuraof|xro|9rt»iarylnfo(^ 
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DCAA Audit Findings 


Coi^actor 

By 

Date 


Tiim«' Construc&m Company 

DCAA 

8/^ooe 

Offeror has siAHnittsd adequate invoice cost data. However, subcontracbs's b^rrg 
system has some inadequades «4rich couid result in the subcontractor t^lng the 
government inai^vopriatety. Vouchers werenc^ prepared in ^ respeds to accordance 
with applicabiB Out ^counteg Stendards. Imp^ e/I noncom^nces consideHed 
relaOveiy Insignfficant. Voodi^ are acceptable for payment TCCs practee of bifng 
for costs prior to being posted to toe iec^r cnild result in the government bdng double 
bOed. Recommaid thid in the fotura Tunw should wily bi costs after it has been 
posted to the ledger. Recommend Turner imjaementcontrds to prevent toe 

Siemena D«natic Cop. 

DCAA 

6/7/2004 

DCAA exandned Sientens' put^ voudter request under a Boeing Subcortoed to verify 
toe amount claimed to Siernens' bodes and recemla as a basis for apimvmg «ibOMttr» 
ftnandng to aocOTdancs wtth toe pro^^s of toe sifocontract DCAA todc no exc^Ttion 
to ctelmed costs. DCAA did note two issues; (1) toai the subject biing was pr^iared 
ustog budgeted FY 2003 direct labor rates and indirect enqiense rates, and (2} whBe toe 
bfied M>or costs reflect acted hours Incurred they do not reftect actual tebw coste 

t8M GtdMl Serv, Fed. 

DCAA 

S/14/2004 

DCAA evahiated IBM's subcontract pit^sal by ex»rMng toe direct labor wrd indred 
expenM rates, hardware, softawe, irmrel and web hosting $«^tees. DCAA todc 
exception to the proposed lower-tier subcemtractor direct labor rates and questioned the 

NCS Pearson, inc. 

DCAA 

S/3/2004 

NCS Pearson. Inc. sttomitted a prqoosd for costs incurred d 5607.978.607.0C/VA 
questioned 8287,712,435 in defKiitmt costs including In-houseTintmdltdsiond labor, 
subcontract/temporary agmey labor, travel, and other dirwd coste. The contractor has 

Tumw Constracton Company 

DCAA 




overhead/GAArate. the pressed oveihead rate. Questioned overhead expenses as 
FAR unsBowable n^rne; (2) EBE rate; questioned toe piqsosad EBE rtde. 
questimedtoe EBE pool related to pension costs which were not con^xtted to 

Aftt)ome 1 Corp. 

DCAA 

4/23/2004 

DCAA examined Airborne's accounting system to detormtoe whetiier the system's 
design is acceptable for toe award of a prospective contract DCAA found toat tire 
system's design is not to aN respects, acceptable fw toe awtud of a pro^>ective 

Covansys Cerp. 

DCAA 

4/19/2004 

DCAA evaluated Covansys' proposed direct labor rates, indireet expense rttes, 
consultant rates arte selected consumables. DCAA ac^sted toe prevnoutey overstated 
labor owrhead rate and the gerveral and administrative expense rate, and recteced toe 

Siemens Demate Airport Cargo & Security 
Operations Division 

DCAA 

4/8/2004 

DCAA evaluated Siemens Air Cargo & Security division to perform |%stoal 
ctoservatiora <for checics) and determine toat employees are acte^ at work, thiU toey 
are perfonmng In tiveir assigned job dassfications, and their time is charged to the 
appropriate jobs. DCAA found cert^ contract labor practices required corrective ai^on 
to Improve toe rellaMity of the contractor's labor accounting systm • timecards signed 
prior 1 Q end of woric wedi; not all time was recorded; insuffident employee training; end 

Turner Construction 

DCAA 


DCAA reviewed Turner's todirect coat ^pesel and related books arte records for 
relmbursenwRt ^ incurred costa. DCAA's review resttoed to questioned overhead 
expervsea (dinner, entertatomant, promotions, etc.), to which DCAA reduced Tumer'a 

Turner Corwtruction Co. 

DCAA 

3/5/2004 

DCAA examtoad Turner's indired cost proposal and related books snd records for 
reimbursement of FY 2002 incurred costs. The purpose was to detwmirw snowab'% 
and sHoeabiity ol indirect cost rate and establish audit determined intfrect cost rate for 
2002. DCAA questioned the proposed overhead rate and overhead exp«vses as FAR 

Homeland Security Corp. 

DCAA 

3/4.'2004 

DCAA evaluated Homeland Security's dalmed costs under a cemtiaui providing for tiu 
training of federal air mar^ais. DCAA questioned costs related to airfare and rerrial ear 
expenses. Homeland Security concurred wfto toe questioned cost exc^ for toose 

Robert Lloyd Electric Company. Inc 

DCAA 

3/1/2004 

Report pertains only to toe performance of agreed^ipon ptoeexfores to vsri^ toe 
amounts claimed on Pay Application Number 33. Autfter did not perfwm wi 
examination on the sub^ matter of toe report Apphestion of a^ednipon proeetoaes 
disclosed no significant exceptions to the amounts dalmed on Pay /^icatno Nuntoer 
33. 

STC Con^ructen, LLC 

DCAA 

2/20/2004 

AB proposed costs were questiorved These toduded: subccmtractof daans, e)^teed 
Md overhead, unabsorbed overhead, additiwvtti engineerti^ costs, lost share WCP 
savings mmeting, toe costs were either not su^XHted, or toeir were toduded in wroiQ 

Fes^rte Transporiaflon 

DCAA 

2/18/2004 

Examination revealed questioned costs. The costs prtoiarly related to adjustments to 
G&A. The contractor inqxoperly applied a combined G&A rate. Adjusted G&A rate due 
to vdtmtary reduction in the aHocation of PrimeRight Aviation Services e>q»nBes by tive 
contractor. 

L*3 Communica&ms 

DCAA 

1/15/2004 

DCAA examined L-3's time and matettel ^oposai and firm-ftxed.^rice portiem to 
determine if toe proposed costs were accc^Me as a basis to negotiate a foir and 
reasonable contract price. The estimated costs are for Mi^neeting services and 
meetings to support the purchase of 43 tocpiosiye detection systems urtits. DCAA found 
toe proposal acceptable for n^otiation of a far and raasonabte pice. Hovmrer, tone 
was an error to the proposal for costs ^ated to the Trailing ^edafist, arte S!^ 
calcidatsd todbect chvge pereortnd as direct in arrivtog at some costs. 


Note: R9W9«havai>eenmiov8dtepni»ct(l9c3osu«ofpr(^taryM)nnalioa 
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DCAA Audit Findings 


Contractor 

By 

Date 

OescrfirtiQa 

L-3 Seojrity Dete<^jon 

OCAA 

1/15/2004 

DCAA ataSted L-3's estimated price for «)gineering ser^ces «id meeOngs to 
the p(^assof43 explosive detei^ion systems units. DCAA fcHmd toe cost/pricing data 
inade^iMe in part, however, because the inaciequacies are cottsidered bu^nlcant. the 
proposal b an acsept^lrie basb for negotiation of a fair and reascmaUe {Mice. 

L«o A. Daly Compuiy 

DCAA 

1/2/2004 

Indirect rates are acceptable proposed. Direct costs wne acceptable as adjusted by 
examination. Questioned (beet suteonbact costs due to an overbfling by one Daly's 
subcontractors. Contractor amcuired. Direct costs not questioned, pnnssiorudty 
approved. Evalu^n^abo found that Oaiyacqubedoxitouterequifmttit and charged 
direct to toe Bo^g subemtract Daiy is hokting equ'^rmert pending dspotition 
instructions from the prime contractor. Became contouti»a are cwoldeied dtilvmbes 
under subccmtracL audit did not question ar^ costs associated them. 

PhgipWParns 

OCAA 

12/17/2003 

OCAA examined toe direct labor rates and indbect rate of PMIp WRiams & AsscMla^ 
poposai to FEMA DCAA found that RrilipWRiams'co^pridng data in erf the 

rates were inadequate in put. The prt^xrsal, as adjusted by DC/\A aurtit, b new 
acceptabls as a basis for negt^ation offhand reasem^ prktng. 

Ricmdo & Associates, inc. 

DCAA 

12/S/2M3 

DCAA examned Ricondo's certitied final indirect co^ proposal related books and 
records for reimbursement of FY 2002 mcuired e»sts to det»mine i^oyrabBity of dbect 
and indirect coats and recommend contracting oftimr-det«mmed toebed costs for 

2002. DCAA questioned subcontract costs. E>CAA sito quedioned costs aid dassifisd 
otoera as unresolved in 2nd tier aitoconbad rasts related to 3fd tiw subcorfrad assbt 
audla. The questioned subcontred costs was due to questiwied <tirect Istoor coste «id 
overtwad costs. The development of the indired rates induded npiestioned costs due to 
unaOowebte costs and a leclassification ol payroll variance frwn base cost to toe 

Le^h Fisher Associates, LIP {LFA) 

OCAA 

12/1/2003 

FY 2002 overhead cost rate is acceptabte as proposed. BseptfortpiaTifications, 
claimed diced costs are aeceptaMe. Questioned daimed dired 3nl tier subcontred 
costs. Classified as unresolved daimed indited coats by /^p penefir^ accounting firm 
completing Hs evaluation of actual ttxfued cosb. Dired casts not questioned are 
provisronaly approved. Quaifiations; 3rd tier subcontracts are undt^tlSzed bfiar 
subcontrads, annot reach definitive conclusion on the allowable amounts on these 
sttocontrads.; SSUTS has rtot submitted Hs tocticred cost submission for coste narrred 
on 3rd tier subcontrads. unaUe to assess reasonsUeness of bite and nteteriat type 
rates used to Ml tabor and diced costs; DCAA wfl not receive svprocess audit by 
UacOonnet & Dodd. Ctasscfying coste as unresolved pending receipt of the assist audit, 
expected i^lor to Dec 31. 2003. 

Gomez Construction Co. 

OCAA 

11/25/2003 

DCAA examined Gomez's accounting system to determine whetoer it is adequate for 
eceufflulattog coste under a GoYt contract, and whether the bAng proceckim ase 
adequate tor the preparation of cost reimbursement daims. Le., Interiro pubSo vouchers 
end progress payments. DCAA found Gomez's accounting system inadr^de in partfw 
accumiiatmg costs/bSing under a GoYt contract - deficient in completing time^ieete; 
does not idarctify or segregate FAR 31 .2 unalkiwafale costs; does not comfAe 
pool/sppBcable bases for indired rate computeltons; has a subddiary job cost ledger 
summarizing aH coste tocurred: does not bode costs to centred on a tine item by One 

Asm basis; and blla toe GoYt a % of eompietion metood, not based on coste ineurred. 

ssms. Inc. 

DCAA 

11/25/2003 

DCAA appilsd agresd-ifoon procedures to S8TMS. Inc’s dhed labor costs, indired 
expense rates and other dired costs under a prime contracL DCAA was unable to veri^ 
the hourty rates because toe subcontractor treated labor as a time and material contract 
and toe labor rates were toaded rates. Therefore, they only verified the total hours 

Acceptance Inc. d/b/a MAXacro 

OCAA 

11/21/2003 

AppUcatton of agreed-upon procedures to evaluate cumulative coste. Apdicatton of 
these procedures identified a number of adjustments. Labor costs were ai^usted 
upwards recognizing contract rate versus bBing rate and not recogni^ bating rate 
adter con^rfation of centred. Other dred coste were ac^usted iriiere pM coste w«e 
tftove toe ceiling for dired coste. The audit did not find any Idtor chfflging prdrfems. 
Auditor beReves T^ has potential recovery for excess home office rates. 

Turner Aviaten Security 

DCAA 

11/21/2003 

Report pertains only to the performance of agreed-upon procedures to evaluate rates 
and factors, using analytical procedures, contrtined in the tnitid proposd mid 
subsequent undefinitized supptementel agreements. CM not pertain to wbjectmat^d 
report Subcontractor data estimates toat are primal toe ba^ fd' undefinttized arto 

UVsrIdwirie Rl{^ Services 

DCAA 

11/13/2003 

Waridwide Flight Senrices submitted a proposal for pftetooard screei^g of passwigers 
and cany-on baggage at eight arports from Frt 17 2002 through Dec 31 200^ DCAA 
questioned costs retetod to dtied labor rate*. G A A rate, bonuses, ODC. and SUTA 
rates. The contractor representatives reserved todr Cdnmente uite negdtations. 

Coigan Associates, Inc. 

DCAA 

10/14^2003 

AwW determined suboontractof's indired rate is acceptable as proposed. Clamed 
dired rates are acceptable and are fffovfeionaify approved pertoing find acceptance. 


No^- R9<»sNsy»bmr»novedto(n)ted<teclosure<:rfpr^)(MaiylnfbrmaliorL 
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DCAA Audit Findings 


Con&aetor 

By 

Date 

Dascrtptieii 

Northn^ Gnimman Miasion Systems (ftHmeriy 
TOW Systems) 

DCM 

9/29;2003 

OCAA exammed tee cwitractor’s voucher no. 8 to deteimbie tee aJkswsbte cost under a 
T4M 8i*cor*act for modi^ng. dialysis and simularton support from June 17, 2002 to 
Dec 31. 2002. Tltey found teat the contractor's wudier is rtrt acc^stable ^oeesdr^ 

due to costs which «e oteerwiss dlowatrte but are in excess of siteconbact Ittnitations. 
The contractor states teat they have be»i reassured tee additemai fonding wiB be 
fortecpiTrtng CH>d they wif be paid in good faite for tee work perftxmed. 

State Nebra;^ 

DCAA 

9/4/2003 

Thte was an eppllrarton <rf agreed-uprai procedures. Tltey Induded: 1 ) verification of 
mateamatoai accuracy of rate calcuiartons. 2) teey reTmd on «id considwad histortote 
costs to evaluate DCS’s catculated rates; aito 3} m^uated DCS's methodology for 
aBocaBrtg IndirBCt costa ftom its cental adfcWstraSon to the Hesfings faeWy. Thoydid 
rtot perform exmrtnabon and did not express any opiirtons. 

Uoyd Sectric Company. Inc. 

DCAA 

e/28/2003 

Contractor's Interect rate Is accreptabte es edju^. Cloned direct casts ate aerrepteirte 
artdpro>rision8ily approved, indirect costs quesboned are beKeved to be subject to 
pertafties provided in FAR 52.242*3. Ajdtt found e)q»essy uturtlowable costs subject to 
tee penal^ in the indirect rate. Because tfw subcontrador was orrty aHowed to ^ the 
government with an indirect rata, tee subcKitractor did tJd bffl tee govommenl usii^ tee 
indirect rate that Included tea FAR unallowable costs, /^ttter^ believes penaittea can be 

walwnH 

USAbways 

DCAA 

7/26/2003 

DCAA dis^iowed US Ainrays' claimed intwest on invoices unp^ fw more teen 30 
davs. 

Corgan Assodates, inc. 

OCAA 

6/25/2003 

Floor chedcs tesetosed no sigdficant deficiencies in tee cottbactor's fimeke^ing or 
labor sjretem. Report pertains only to evduating the contracto/s timdwe^ 
procedures and performance of flw checks. Audit e)q»es8ed no opteion on tee 

Leo A. Dirty C«npany 

DCAA 

6/23/2003 

Certain bmekeeping and labor chanpng practices require correeSve aetkm to intofova 
tee reiiability erf Daly’s labor accounting system. Recsorronendabons: (1) reqnrtro 
emptoyess to complete their bmesheete on a daiy basis; (2) require en^toyees to 
record a8 hours worked whether paid or not (3) colect completed Bmeaheels no eariier 

Leo A. Dirty Company 

DCAA 

6/16/2003 

Accounting system is adequate for accumulating costs undw government contracts. 
Exanwiotlon nmitod to determininB whateer Daly's accounteig system is adequate for 
eccufmdeting costs under prospective govwnrnent contracts. OWnotperfomi 
comprehensive examination orf contractor's overal accounting system and its reteted 

RIcondo & Associate, Inc. 

DCAA 

6/17/2003 

Corttractor's accounting system is adequate tor accumtrtatng costs utoer Gmrwnmerrt 
contracts. Examination limited to determirung whateer Rlcondo't aecounrtng system is 
edatprate ter accumulating costs under prospacUve Government contracts. Auditor did 
not perform a comprehansive exarrrtrtation erf the subcordractor's overtel accotm^g 

Turner Aviation Security 

OCAA 

e/3/2003 

Subcontractor's accounting system is nadequate In part; Examlnatkxi disdosed 2 
significant deficiencies in TAS'a aocountteg system teat ccukt resUt in misstated costs. 
Recommend disapprove of these portions of TAS accounting system. Si^rcant 

Issues; (1)subcontractor aHocalirtg salaiy to the subcontract, at^icable to 
salaned/exefflpt employees, based on e 40 hour work week, as oftoosed to an aBocation 
of seary tesed on total actual hours, does not consider imp^ of uneompensated 
overtime hours; (2) TAS is charging vacation, sick leave and hoHday costs direct to the 
•ubco/Kraet and Is not property allocaeng these benefits among projects when sn 
employee wwks on more then one project a monte; (3) subcontractor has resoved 
oommente untl s further review by upper management of the business uniL 

Corgan Aasoctetes, Inc. 

DCAA 

5/23/2003 

DAI'S accounttng system is adequate for accumulating costs. Examination vras INoitod 
to determining whether CAI's accountirrg system is adequate for accumulabng coste 
under government contracts. Auditor tlid not perform a comprehensive examlnabon of 
the subcontractor's overaR accounting system and Its related internal conbds. No 

Turner Aviation Security 

OCAA 

5/19/2003 

Certain sttocontrector tabor practicos require improvement to inoease the reiiatrtfi^ 
ihe subcontractor^ labor accounting system. Suggestlorts indude: ( 1 ) T/^S does not 
have an Emptoyee Awareness Program in place or documented in ito written ixrtides 
and procedures - create one; ( 2 ) devekp written procadiaes, apirticatrte to wnirtoyeea 
and s»toenrisory personnd, for tee proper issuance and control of en^jto^ timesheets 
prior to cerWeation; develop written procedures for pn^ correction of tenesheet 
entries priw to certification; (4) develop a sintf e tinwsheet teal kJwtify ^ hours 

worked by each emptoyee by using a codtog system for Wwttfyir^ tee projects fadng 

Lioyd Electee Company, Ino. 

OCAA 

4/26/2003 

Certain subcorttractor labor practices require oorreettve actiem to improve reliaNity. 
Deficiencies noted in relation to indirect cost during floor chadcs. lOemfrtoyeesdid not 
sign paychecks, thereby not certifying accuracy of timesheets. 57 of 88 sx»r*»d 
imesheets were missing one or both Matures. This is an unaccejirtabfy high rate of 
» pwcent enor. Auditor wl perform foBow-up ewrtuation of srtocontractor's 
tknekeeping tetemel controls and datermine status of tee cited defieferreiBS. cwiectere 
actions, and toipect of defidertdes on tee overaO adequacy of tee subcontractor's 

timnfcnwtunn mrrn'iin { 


Note; F^uwehayebeenrwnovedteprotwatfisctosareofproprWafyirtwmeSoni 
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DCAA Audit Findings 


ContraetcH- 

Unitel Arlmes, Wbrfd Headquarters 

By 

DCAA 

Amarican Eagle AWines, Inc. 

DCAA 

Continents Aiiimes, Inc. 

DCAA 

U.S. Airways 

DCAA 

Nortowesf Airlines 

DCAA 

America West Airlines 

DCAA 

SoiSTwest MrfmBS 

DCAA 

HimBeigh USA Corporation 

DCAA 


DCAA 




DCAA 



Aviatkm Safeguards 

DCAA 

Aviatton St^uards 

XAA 

tn^national Total Services, Inc, 

XAA 


AliZIKXa Audit resulted in dovtmward adjustment The audKor determined die omunte bled by 
UALdidnotinclodepn^tfdrthowiwkpeifcnnedbyUALemidoyees. TheMingsfor 
wwK performed imdw kjwer tier agreemods did tedude (WoS. wNc»i was buiR Into he 
bled labor rates. TwAracc^bon to INstot^dbwdlitow costs claimed for toe 

— che<»ppl|)| CSfi seswT ity and total supervision direct tebw coste 

4/18/2003 American Ea(^ Airlines. Inc. submitted a proposal for costs incurred. DCAA quesdoned 

^ toey said was unsoppcrtad by the twms of the OTA (Otoer Thewadtcms 

Aflreemefit) indudme cSrect labw cost nie contactor^ representetive hitiaRy 
coocwred in a meettog but reserved convnent and is pn^»Hlno ■ wfRten re^xmse. 

4/1 4/2003 CAL submitted a rroposal fw costs tocumsd. DCAA qoestionod a^ that tom said was 
ufwuppofted tff the f«ins of tt» OTA (Other Transedkms Agreemmt) toduds^ 
overstated labor cost and ttieir associated fringe ben^. The contrada- concurred for 

— adownwerdedfostment 

4/1t/2003 US Airwaya submitted a prop^ ^ costs tncurred. DCAA questfewMi w>,y ,nW 

^ unsuppoiled by the terms of the OTA (Other Transacbons Agreemmt) Indudmo 
dired tabor, overhead, security vendors. G & A cods, and the cost of interest The 

jCOntractor did n« co ncur with the resuSs. 

4/3«O03 DCAA found NWA erroneously biltad mana^ment labor hours, overBme costei 

and retention bonuses, resultino in a d wrnward at^stmerd. 

4/2/2003 DCAA found AWA 1^ securi^ sendees at die Tampa, R. tocatam, whk* was not 
inciuded on the original OTA listing of airport screer^ locatkms. The finding resulted 

In a downward adhistment 

3/4/2003 Southwest developed a separate system to manuaBy accent for general and 

ad^lstrative costs incurred and billed under an Otow Transatdiem Atpeament (OTA). 
DCAA investigated the system, finding two dupRications in kiroices Arganbright 

— T— — : aareement). resulBtio in a downward a^stment 

2/21/2003 The contractor billed for costs Incurred. The signjfieanttesunit inrinriw t) 

amounts are overstated for aU etemerrts when cwnpared to reewded costa based on 
accounting date, 2) Labor doBars were understated b«ause toe contractor 
underestimated actuti labor hours on the vouchers and ^^ed tnoorreeS rates to imtear 
and overtime hours. 3) SUTA FUTA. worfcart compensattoi. and frii^ benefits were 
overstate 4) The suefitors set out severance pay, royribw, and shutdovm costa to 
toeif entirety because the contractor did not record any severance pay or shutdown 
costa or ilemonstrated that royalbes are based on cost inoirred as required by AMS 

R^Gutdance. 5) Severance pay was esbmated at a percentage of total wage dofiars 

ptut FiCA eiqwftses - however, no severance costa were meurred. 6) Shutdown costa 
ewesfimated to be -no record of shutdcwi costa. 7) G&A expenses assuriated vHIh 
acQustBd base amounts are also ad^ted. 

2/1 2«003 Audit of disdosed questioned costa, tadudlng Labor, Stees tax, n Airpirt Fees and in 
Incentive Payments. 

12/31/2002 Auefit of proposal disdosed questioned costa Indudinp Labor Hmirn-su i 

A^ust ments and Other Direct Costa, Significant issues inctuded labor hour 
erflustoienta, questions trf uniform costs and parting costa- It is undear femptoyees 
were made to pay for these costa without reimbursement from employer, in which case 
TSAWOUM not be accountable far eosta 

12/20/2002 Maxptus, Incorporated DWMAXaeresubmlttad a proposal for concourse and gate- ~ 

screentog sandcee at various drport locations from Feb 17 2002 through Nov 19 2002 
questioned costa related to the composite labor rate. The contractof 
represantabve reserved commenl DCAA recommended that contract price 
neg^Mons not be concluded unbi a technical assessment of toe reasonatteness of toe 

- tw i n Pte ConsMered W toe CO n tracBno officer, 

12/20/2002 ^ymplc Security Services, Inc. submittBd a proposal for elqrart security services at 30 

US airports horn Feb 17 2002 through Sept 30 19 2002. DCAA questioned costa relatod 
to workers compensetion insurance, unemptoyment taxes, overhead costa, Q 4 A w sta. 

and phas»ou1 costa, DCAA did not provide the ar Impact of their audit findings «i 

prepMedbi^g rates in a meeting e^to the contractor’s re^esentatlves. DC/U^ 
recommended that contract price negotrations not be concluded untf a te^nfaat 
assessinent rrf toe reasonableness of too imiposed labor hows has be«i perfOTiied anc 

— WftaM wod farJbemitractina ofBeer 

12/4/2002 we re questiwied relafing to direct iabw hours and loaded tabor rates. The 
contractor's accounting system Is not adequste for accuiTHilab'ng coats undw 

prospective Govemmenl contracte. 

12/4/2002 Aviation Safeguards submitted a proposal for airport sr^eening services from Febl? 

2002 torough Nov 19 2002. DCAA questioned coste rr^ated to (fired IdSor how* and 
loaded labor rates. The contractor representativss s^eed e«h DCAA's adjudment d 
toe pn^osed tabw hours but ten too rates and other matters to further negotiafion. 

11/26/2002 Irtlemalionti Total Services, Inc, submitted a voucher for alport passwiger Sdeening 
s«dw from Feb 17 2002 through August 2002. DCAA questiemsd costa tociwttig 
(hqwatton of records for direct tabor wages, questomatae payrdi tax cdcuialions. 
uoal^bte WB^g of port fees and sdes lax, ctMed site tees and admidsdatoe tees 
which were not provided for in toe contract, bonus costa not according to toe FAA- 

Bonus Plan, and questicmdile base cost The cwi b a c to r has agreed to 
rrtfoaetrve changes of certain terms of toe contrad in a Nov 15. 2002 letter from too 
T5A tut DCAA has not quwiWied what impad toese changes wffl have. 
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Summtt Seeuritf Swvice, Ina 


1ir^/200Z 

of ttiejws^josed labor hours butted the rates and ottio-rnBeers to ftir^rwgc^jafiM. 

DAL GiobaJ Services, litc. 


■ 


WorkIWIde Secur% Aswdiitea, Inc. 


IlfZZ^OOZ 

tK^ dU i»t pro^ the doflar imiMKd aucSt fiixKn^ in a ime^ wim 

hours has been performed and cffii^dsied 1^ the fioitoac^ rfficer. 

Sky Aviation Services, InccHporsted 

DCAA 



WiKtcertfiut Co<i>. 

DCAA 

io/;»r2(»}2 




Note; n^irHi)avabeanrMwvedtoproteci(lrsdoeureofpR>pi1ewyA«)rmBtfcn. 
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